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The  following  pamphlet  was  designed  for  insertion 
in  a periodical  devoted  to  industrial  and  commer- 
cial purposes,  which  was  to  have  appeared  on  the 
1st  of  January.  As  owing  to  unavoidable  circum- 
stances the  publication  of  this  journal  has  been 
postponed,  the  writer  has  thought  it  better  to  pre- 
sent his  views  to  the  public  in  their  original  form, 
than  to  incur  the  delay  that  would  be  necessary  if 
he  were  to  recast  the  essay  and  expand  its  scope  so 
as  to  embrace  the  consideration  of  the  Scotch  and 
Irish  issues.  He  trusts  that  this  explanation  will 
serve  as  an  apology  for  the  extreme  compression 
which  he  has  been  obliged  to  exercise  in  treating 
of  several  departments  of  the  subject,  as  well  as  for 
his  having  neglected  to  fortify  his  reasoning  by 
citations  from  other  writers,  in  many  instances  in 
which  he  might  have  done  so  with  unquestionable 
advantage  to  the  reader. 


19,  CUEEENSWOOD-A VENUE,  RaNELAOH, 
Dubtan,  Jan.  1856. 


THE 

paper  currency  OE  ENGLAND 

dispassionately  considered, 

&c. 

.h.  -y  If  pi 

which  will  scarcely  be  caUed  in  quea- 

inserted  m the  Ac  England  Charter,  may 

nation  feature  in  the  banking  system 

be  regar  ® advantages  resulting  from  this 

of  Great  Bntem. 

periodical  revision  of  our  curl  y rticular  are 

to  the  public  generally  and  to  hankers  J 

,ery  considerable.  the  most  abstruse 

monetary  phenomena  political 

„a ™ pi.i- 

mrTonclusion,s  more  liable  to  be  vitiated 

f i “ff  “ 

“irj=rLt,riiTfa.ppp... 


6 


THE  PAPER  CURRENCY  OF 


intell  Lgence.  It  not  unfrequently  happens,  therefore,  that 
some  plausible  fallacy  becomes  generally  accredited,  and 
is  ad)pted  by  oui'  statesmen  as  a basis  for  legislation, 
eithei'  before  the  materials  have  been  collected  for  its  suc- 
cessft  1 exposure,  or  before  the  knowledge  of  such  expo- 
sure ' las  had  time  to  circulate  through  all  the  channels  of 
the  pablic  mind.  In  such  cases  the  experience  of  a few 
years'  operation  of  the  measure,  suffices  to  explode  the 
fallacy',  and  when,  at  the  succeeding  expiration  of  the 
Bank  of  England  Charter,  the  subject  is  preisented  to  par- 
liament  for  reconsideration,  our  legislators  are  enabled 
to  disentangle  themselves  from  the  errors  which  had 
previously  misled  them,  and  to  bring  their  enactments 
into  greater  conformity  with  the  principles  that  should 
regul  ite  a well  conducted  currency.  And  were  it  not  for 
this  arrangement,  there  is  great  reason  to  apprehend 
that  I )ur  banking  laws  would  present  as  many  obstacles 
to  th  iir  amelioration,  as  now  unfortunately  oppose  them- 
selvej  to  the  reform  of  so  many  other  departments  of 
our  1 jgislative  system. 

There  is  a second  beneficial  purpose  no  less  eminently 
subserved  by  this  arrangememt.  At  present,  the  privi- 
lege ( )f  issuing  paper  money,  unrepresented  by  bullion,  is 
a hig[ily  profitable  and  closely  protected  bank  monopoly. 
Now  the  undisturbed  enjoyment  of  a monopoly,  as  is 
well  known,  has  sometimes  the  effect  of  impressing  its 
possessors  with  a conviction,  that  they  hold  their  privi- 
lege by  a sort  of  inalienable  right,  irresj^ective  of  the 
publ:  c w'elfare.  And  were  it  not  for  the  provision  which 
subje  cts  our  whole  monetary  system  to  a periodical  inves- 
tigation  and  revision,  the  existing  banks  of  issue  might 
nat’_  .'ally  share  in  this  feeling,  and  come  to  regard  any 
interference  with  their  privilege,  as  an  unwarrantable 
exercise  of  state  prerogative.  Under  the  actual  circum- 
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stances  of  the  case,  however,  they  can  advance  no  valid 
plea  for  the  retention  of  the  right  of  issue,  any  longer 
than  may  be  deemed  consistent  with  the  interests  of  the 
community  at  large.  For  if  the  Bank  of  England,  which 
has  advanced  eleven  millions  of  its  capital  to  the  nation, 
for  fiscal  purposes,  is  liable  to  have  the  right  of  issue  with- 
drawn upon  the  single  condition  of  repayment  of  the  debt, 
with  all  arrears  of  interest,  how  much  more  is  it  incum- 
bent upon  those  banks  which  have  rendered  no  such 
service  to  the  State,  to  hold  themselves  prepared  for  a 
similar  surrender.  And  if  they  have  neglected  to  make 
any  provision  for  such  possible  contingency,  it  has  not 
been  for  want  of  warning,  that  they  do  not  enjoy  their 
monopoly  by  any  indefeasible  claim  to  its  possession  in 
perpetuity. 

We  trust  that  the  approaching  session  of  Parliament 
will  furnish  a striking  exemplification  of  both  these 
advantages.  The  Bank  Charter  Act  of  1844,  is  precisely 
one  of  those  measures  which  have  been  based  upon  a 
fallacious  interpretation  of  the  principles  of  monetary 
science.  A few  of  the  more  far-sighted  of  our  economists 
and  practical  statesmen,  were  fully  cognizant  of  the  fact 
at  the  time  of  its  enactment  ; hut  the  principle  on  which 
it  rested  was  extremely  plausible,  and  a large  majority  of 
our  public  men  assented  to  its  adoption.  That  measure 
has  now  received  its  ten  years'  ordeal,  and  it  is  time  that 
the  judgment  of  the  nation  should  be  formally  pro- 
nounced upon  its  merits.  Nor  can  there  be  much  diffi- 
culty in  arriving  at  that  decision.  Few  measures  have 
ever  been  condemned  by  a more  general  verdict.  It  is 
true,  that  the  Committee  of  the  House  of  Commons  on 
Commercial  Distress  in  1 848,  delivered  a report  in  its 
favour,  by  a majority  of  two  ; but,  if  so,  that  report  was 
framed  in  deliberate  opposition  to  the  opinions  of  nearly 
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all  t tie  witnesses  exaiDined ; while  even  of  the  remainder 
the  evidence,  though  intended  to  be  affirmative  was 
inadequate  and  self  contradictory.  The  Acts  of  1845,  for 
the  ’egulation  of  the  paper  issues  of  Scotland  and  Ireland, 
were  supplementary  to  that  of  1844,  and  more  or  less 
participate  in  all  its  imperfections  ; but  neither  of  them 
was  put  to  the  crucial  test,  during  the  commercial  diffi- 
cult] es  of  1846-7  ; and  further  than  by  occasional  refer- 
ence for  the  sake  of  comparison  and  illustration,  we  shall 
not  ireat  of  them  here,  but  shall  confine  ourselves  exclu- 
sively" to  the  laws  which  affect  the  paper  circulation  of 
Eng  and  and  Wales.  It  has  long  been  desirable  that  all 
the  United  Kingdom  should  be  subject  to  a uniform  cur- 
renc  f code  ; nor  do  any  insurmountable  obstacles  appear 
to  0]  >pose  the  establishment  of  one  consistent  system ; but 
the  i ubject  is  too  extensive  for  discussion  in  our  limits  ; 
and,  in  any  case,  the  pre-eminent  importance  of  the 
English  circulation,  would  justify  a separate  and  exclu- 
sive treatment. 

T le  leading  provisions  of  the  Act  of  1844,  are  too  well 
kno^  7n  to  require  much  elucidation.  They  may  in  gene- 
ral 1 e arranged  under  two  divisions  ; those  relating  to  the 
limr  ation  of  the  right  of  issue,  and  those  assigning  the 
concitions  under  which  that  right  should  alone  be  exer- 
cisec . The  former  have  at  least  the  merit  of  being  ex- 
tren  ely  simple.  They  merely  continue  the  privilege  to 
all  t tie  issuing  banks  in  existence  at  the  passing  of  the 
Act,  viz.  about  250,  and  prohibit  the  formation  of  any 
new  banks  of  issue.  The  latter,  so  far  as  the  country 
banl:s  of  issue  are  concerned,  are  equally  simple.  They 
do  r 0 more  than  assign  a maximum  limit  to  the  issues  of 
each  — that  maximum  being  equal  to  the  average  issues, 
duriag  a certain  period,  previous  to  the  enactment,  and 
amo  anting  to  nearly  £8,000,000  in  the  total.  The  condi- 
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tions  imposed  on  the  issues  of  the  Bank  of  England,  are 
more  complicated.  Those  issues  are  divided  into  two 
classes — the  issues  on  gold  and  silver,  compactly  denomi- 
nated bullion  notes,  and  the  issues  on  the  Government 
debt,  and  other  securities  ; which,  as  they  are  not  repre- 
sented by  any  gold  or  silver  in  the  coffers  of  the  Bank, 
may  properly  be  designated  unrepresented  notes.  Of  the 
latter,  the  authorized  issue  is  limited  to  a maximum  of 
£14,000,000,  viz.  £11,015,100  on  the  Government  debt, 
and  £2,984,900  on  other  securities ; the  bullion  notes,  on 
the  other  hand,  are  not  restricted  within  fixed  limits,  but 
are  subject  to  the  single  condition  that  the  Bank  must 
issue  notes  in  exchange  for  all  the  gold  (and  a certain 
proportion  of  silver,  not  to  exceed  one  fourth  of  the  gold) 
that  may  be  presented  for  purchase  at  the  rate  of 
£3  17s.  9d.  per  ounce,  and  must  render  gold  for  all  the 
notes  that  may  be  tendered  for  payment,  at  the  rate  of 
£3  l7s.  10|d.  per  ounce.  Thus  the  total  amount  of 
unrepresented  notes,  which  the  united  banks  of  issue  in 
England  and  Wales  are  authorised  to  circulate,  is  about 
£22,000,000  f in  addition  to  which,  the  Bank  of  England 
is  allowed  to  issue  bullion  notes  for  every  £1  of  treasure 
which  it  may  possess. 

Of  the  preceding  provisions,  it  is  that  which  prescribes 
£14,000,000  as  the  maximum  of  unrepresented  notes,  to 
be  issued  by  the  Bank  of  England,  that  has  chiefly 
awakened  discussion  since  the  passing  of  the  Act.  The 
effect  of  this  inflexible  limitation  during  the  commercial 

* Perhaps  we  ought  to  mention  that  under  one  of  the  provisions  of  the  Act  of 
1 844,  in  case  any  of  the  banks  of  issue  cease  to  issue  their  o\vn  notes  after  the 
passing  of  the  Act,  the  Bank  of  England  may  be  empowered  to  increase  its 
securities  and  issue  notes  against  them  to  an  extent  not  exceetling  two-thirds 
of  the  amount  so  discontinued  ; and  that  within  the  last  few  months  the  Bank 
of  England  has  been  thus  authorized  to  increase  its  unrepresented  issues  by 
nearly  .£500,000.  This  increase,  however,  is  only  intended  to  prevent  the  unre- 
presented issues  from  falling  much  below  the  £22,000,000,  and  leads  to  no 
important  results. 
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pressure  of  October,  184)7,  was  so  disastrous  that  nearly 

• evei  y authority  of  any  eminence,  except  some  few  of  the 
j original  promoters  of  the  measure,  has  fully  admitted 
1 that , but  for  the  interposition  of  Government,  and  the 
j temporary  suspension  of  the  bill,  the  Bank  of  England 

: wou  Id  have  been  compelled  to  stop  payment ; and  the 

♦ 

I whc  le  commercial  system  of  the  country  would  have  been 
; thrown  into  ruinous  confusion.  The  general  course  of 
trad  e since  that  period  has  been,  on  the  whole,  so  regular 
and  prosperous,  and  our  monetary  system  lias  been,  there- 
fore. subjected  to  so  slight  a strain  from  disturbing  forces, 
that  it  is  possible  the  impression  produced  on  the  pubhc 
min  1 in  184)7,  may  have  somewhat  subsided  ; should  this 
be  t le  case,  we  must  only  hope  that  the  present  heavy 
efflu  X of  gold,  required  by  our  military  operations  abroad, 
will  again  arouse  the  slumbering  consciousness  of  the 
nation,  and  that  the  occasion  will  not  be  lost  of  making 
som  1 effort  to  remove  a restriction  which,  in  the  case  of 
evei  y unwonted  commercial  crisis,  is  calcidated  to  entail 
seve  re  distress  on  every  trading  interest  in  the  country. 

Ii  were  much  to  be  deplored,  however,  if  the  promi- 
nence of  one  defect  in  the  present  system,  should  exclu- 
sive y engross  the  attention  of  the  public,  to  the 
disregard  of  others  which,  although  less  disastrous  in 
thei.’  consequences,  are  not  in  the  least  degree  more 
recoucilable  with  correct  principles  of  currency;  Our 
mor  etary  code,  and  especially  the  Act  of  1844),  should  be 
considered  as  an  undivided  whole,  every  one  of  whose 
prov  isions  should  be  brought  into  the  closest  possible 
conJ  brmity  with  true  principles.  And  when  so  regarded, 
it  i i undeniable  that  it  presents  a most  anomalous 
appt  sarance,  preserving  no  consistency  in  its  parts ; or 
rath  er  composing  an  irreconcilable  medley  of  incongruous 
elements,  very  few  of  which  will  admit  of  justification, 

) 
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on  the  hypothesis  that  the  remainder  are  correct. 
Thus  while  the  Bank  of  England,  which  possesses  a 
bona  fide  capital  of  about  £18,000,000,  is  not  allowed 
to  issue  unrepresented  notes  to  within  less  than  foui' 
millions  of  that  capital,  the  250  country  banks  are 
authorized  to  issue  such  notes,  to  the  extent  of  their 
average  issues  in  1844,  even  though  that  average  should 
exceed  their  capital  in  the  proportion  of  three  to  one,  and 
though,  as  the  proceedings  of  the  Bankruptcy  Court 
have  subsequently  brought  to  light,  there  have  been  some 
cases  at  least  in  which  it  has  actually  far  exceeded  this 
proportion.  On  the  other  hand  while  the  country  banks 
are  prohibited  from  issuing  a single  note  in  excess  upon 
bullion,  there  is  no  limitation  to  the  issue  of  such  notes 
by  the  Bank  of  England,  farther  than  the  rule  which 
requires  the  possession  of  actual  treasure  for  every  note 
so  issued.  Again,  while  the  present  issuing  banks  are 
allowed  to  retain  the  privilege  without  submitting  to 
any  test  of  qualification,  no  new  bank  that  may  hereafter 
be  formed,  however  extensive  its  capital,  and  no  existing 
non-issuing  bank,  however  indisputable  its  security,  must 
henceforth  be  endowed  with  a similar  prerogative.  And 
again,  though  the  population  of  one  district  may  rapidly 
increase  in  wealth  and  numbers,  while  those  of  another 
may  undergo  as  great  a diminution,  yet  the  law  makes 
no  provision  for  such  contingency,  but  prescribes  the 
original  issues  of  1 844  as  the  inflexible  rule  in  both  cases, 
precisely  as  if  no  alteration  had  occurred  in  the  circum-  \ 
stances  of  either.  Or,  to  regard  the  limitation  under  a 
national  aspect,  although  the  banks  of  issue,  considered 
as  a whole,  are  permitted  to  contract  their  unrepresented 
issues,  • to  whatever  extent  may  seem  desirable,  at  any 
period  in  which  commerce  is  stationary,  or  cmrency 
redundant ; yet  under  the  opposite  circumstances,  when 
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* busi]  Less  is  extremely  active,  and  the  demand  for  accom- 
mod;  ition  proportionally  great,  they  are  absolutely  prohi 
bitec  from  increasing  their  issues  to  any  extent  beyond 
the  imit  to  which  they  are  restricted  during  ordinary 
pericds.  It  were  easy  to  multiply  similar  instances  of 
incoi  Lsistency,  but  the  preceding  will  suffice  ; and  it  will 
be  m ore  instructive  if  we  cast  a rapid  glance  at  some  of 
the  principles  which  the  Act  of  1814  most  flagrantly 
cont: ‘avenes,  and  point  out  in  what  respects  our  mone- 
tary system  may  now  be  brought  into  greater  consistency 
with  all  or  any  of  those  principles. 

Ti  e most  prominent,  and  perhaps  the  most  important 
of  these  is  the  well  established  doctrine,  that  the  issue 
of  paper  money  should  be  a function  of  the  State,  and 
shou  .d  be  exercised  exclusively  with  a ^dew  to  public 
inteiests.  This  is  a conclusion  on  the  truth  of  which  the 
common  sense  of  practical  men,  and  the  philosophic 
insight  of  the  best  instructed  authorities,  are  in  perfect 
harr  lony.  It  has  long  been  undisputed  that  coining  is  a 
legitimate  or  rather  essential  function  of  the  State,  and 
the  reasons  for  comprehending  the  issue  of  notes  under 
the  >ame  prerogatives  are  not  less  forcible.  There  is  no 
evil  that  may  befall  the  public  from  the  circulation  of 
base  coin,  that  may  not  arise  to  an  equal,  if  not  aggra- 
vate 1,  extent  from  the  issue  of  counterfeit  paper.  Indeed 
the  ; ssue  of  paper  money  is  liable  to  risks  exclusively  its 
own  and  which  require  far  more  ingeniously  devised 
safe|;uards  than  the  issue  of  coin.  The  person  who  re- 
ceiv<  !S  gold  or  silver  in  payment  may  sometimes  be  under 
the  necessity  of  employing  a few  easy  tests  in  order  to 
pro’v  e its  genuineness,  but  if  he  apply  these  with  the  most 
ordi]  lary  circumspection,  he  can  successfully  protect  himself 
from  loss  by  imposition.  N ow,  he  who  receives  paper  money, 
is  of  en  placed  under  circumstances  precisely  the  reverse. 
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For,  where  the  number  of  banks  of  issue  is  considerable, 
and  the  varieties  of  paper  money  in  corresponding  pro- 
portion, there  are  no  valid  tests  within  the  reach  of  an 
average  capacity,  by  means  of  which  he  may  verify  the 
genuineness  of  every  note  which  he  may  happen  to 
receive  in  the  course  of  his  transactions  with  the  public. 
But  even  if  there  were  such  tests,  and  if  he  exercised 
the  greatest  possible  care,  in  their  application,  they  would 
not  suffice  to  protect  him  from  losses,  arising  out  of  the 
unexpected  insolvency  of  some  of  the  banks  of  issue.  In 
order  to  guard  efficiently  against  risk  of  this  description, 
he  would  require  an  accurate  acquaintance  with  the 
actual  position  and  stability  of  every  bank  whose  paper 
may  at  any  time  come  into  his  possession;  and  in  the 
case  of  nearly  every  private  bank,  this  knowlege  is 
obviously  unattainable.  In  the  absence  of  this  desidera- 
tum, his  only  means  of  protection  appear  to  consist  in 
the  prompt  presentment  or  exchange  of  every  description 
of  paper,  on  the  perfect  security  of  which  he  does  not 
possess  some  valid  reasons  for  reliance. 

It  must,  we  think,  be  conceded,  that  under  the 
present  point  of  view,  the  state  of  the  English  paper 
issues  is  liable  to  very  grave  objections.  In  Ireland, 
wliere  the  number  of  issuing  banks  is  only  eight,  all  of 
which  are  public  banks,  the  cases  of  forgery  are  com- 
paratively few,  and  a very  high  degree  of  confidence  in 
the  currency,  is  entertained  by  the  public  generally. 
Even  in  Ireland,  however,  that  confidence  is  not  so 
implicit  or  so  universal  as  it  would  unquestionably  be,  if 
there  were  only  one  description  of  paper.  A similar 
observation,  though  with  some  qualification,  may  be 
applied  to  the  issues  of  the  banks  in  Scotland.  But  in 
England,  where,  as  has  been  said,  the  number  of  issuing 
banks  amounts  to  about  250,  and  where  at  least  150  of 
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thes3  are  private  banks,  it  is  obviously  impossible  that 
adec  uate  safeguards  can  be  provided  against  either  the 
occadonal  dissemination  of  fictitious  paper,  or  the  not 
unfiequent  infliction  of  severe  pecuniary  losses,  through 
the  failure  of  some  of  the  banks  of  issue.  We  are  fully 
awa*e  of  the  high  reputation  which  a vast  majority  of 
the  jountry  banks  in  England  deservedly  bear,  both  for 
stab  ility  and  integrity  ; but  the  failure  of  several  issuing 
and  non-issuing  banks,  since  the  passing  of  the  Act  as 
well  as  previously,  suffices  to  prove  that  this  high  charac- 
ter ( annot  be  predicated  of  all  of  them  indiscriminately. 
And  when  a single  bank  of  issue  fails  to  meet  its  liabili- 
ties, it  always  tends  to  throw  a partial  discredit  over  the 
who  le  paper  circulation  of  the  kingdom. 

hatever  may  be  the  other  qualities  desirable  in  a 
papt  r currency,  it  appears  to  us  to  be  almost  axiomatic, 
that  it  should,  if  possible,  be  rendered  as  secure  as  a cur- 
renc  y purely  metallic — as  stable  as  the  Government  itself 
But  this  we  contend  can  never  be  accomplished,  so  long 
as  t]  le  privilege  of  issue  is  conceded  to  any  very  consider- 
able number  of  separate  banking  companies.  The  evils 
reqr  iring  to  be  guarded  against,  have  been  shown  to  be 
two  fold ; the  circulation  of  counterfeit  notes,  and  the 
inso  -vency  of  some  of  the  banks  of  issue.  The  former  of 
thes3,  in  such  a case,  appears  to  admit  of  no  infallible 
mea  os  of  prevention  ; the  latter  can  only  be  provided  for 
by  1 he  State  s becoming  the  guarantee  of  all  the  paper 
mor  ey  in  the  hands  of  the  public.  But  this  is  a course 
whi3h  few,  even  of  the  most  sanguine  advocates  of  a 
plui  ality  of  issuers,  would  be  bold  enough  to  recommend. 
The  amount  of  evil  which  it  would  generate,  through 
actiig  as  a bonus  upon  every  species  of  mismanagement 
won  Id  be  far  greater  than  any  which  it  could  remove. 
But  the  principle  itself,  involved  in  the  adoption,  would 
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be  altogether  inadmissible.  It  assuredly  forms  no  part  of 
the  functions  of  Government  to  guarantee  the  solvency  of 
an  indefinite  number  of  banking  companies.  At  the  same 
time,  we  consider  it  no  less  demonstrable,  that  the  Govern- 
ment has  not  the  right  to  authorize  the  issue  of  notes, 
without  fully  guaranteeing  their  payment  in  cases  of 
insolvency. 

But  if  the  issue  of  notes  should  be  a function  of  the 
State,  it  is  equally  evident  that  the  profits  derived  from 
such  issue  should  be  appropriated  to  the  service  of  the 
nation  generally.  We  do  not  contend  that  the  Govern- 
ment of  the  country,  whatever  may  be  the  mode  of  its 
formation,  has  the  right  to  interfere  with  any  legitimate 
department  of  trade  or  manufacture  ; nor  do  we  propose 
that  banking  should  be  considered  an  exception  to  the 
general  rule.  But  the  issue  of  unrepresented  paper  money 
is,  in  its  nature,  essentially  distinct  from  the  ordinary  ope- 
rations of  banking.  The  banker,  in  common  with  the  mer- 
chant or  manufacturer,  derives  his  profits  from  the  reproduc- 
tive employment  of  his  own  capital,  together  with  as  much 
of  the  capital  of  his  customers,  as  he  can  induce  them  to 
entrust  to  his  care.  But  unrepresented  paper  money  is  not 
capital,  and  is  no  more  the  property  of  the  banker  or  his 
customers,  than  it  is  of  the  merchant  and  manufacturer,  or 
their  respective  customers.  In  effect  however  it  is  equiva- 
lent to  capital,  and  its  employment  is  equally  profitable ; 
any  transfer,  therefore,  of  the  profits  arising  out  of  its  issue 
to  a number  of  private  individuals,  is  not  only  an  act  of 
injustice  to  all  the  rest  of  the  community,  but  is  a real 
source  of  injury  to  every  banker  or  dealer  in  money,  who 
is  excluded  from  the  enjoyment  of  the  privilege.  For  it 
is  clearly  impossible  for  one  who  is  limited  to  the  employ- 
ment of  his  capital  and  credit,  to  compete  on  equal  terms 
with  rivals  who  are  thus  authorized  to  operate,  not  only 
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on  their  ca})ital  and  credit  combined,  but  also  on  a species 
of  fic  itious  capital,  which  they  are  permitted  to  create  at 
pleas  u*e.  And  the  only  mode  in  which  this  injury  can  be 
succe  ?sfuUy  averted,  is  by  securing  the  profits  arising  out 
of  th  3 privilege  of  issue  to  the  general  body  of  the  com- 
muniby  at  large. 

In  this  respect,  as  in  the  preceding,  the  English 
monetary  system  presents  the  spectacle  of  a very  wide 
depai  ture  from  principle.  F or  not  only  are  the  profits 
deriv  able  from  the  issue  of  paper  money,  almost  entirely 
apprc  priated  by  private  individuals,  but  that  appropria- 
tion bas  been  made  upon  a most  capricious  method  of 
seleci  ion.  The  case  of  the  Bank  of  England  is  indeed  a 
partial  exception  to  this  statement.  It  must  not  be 
overl  3oked,  that,  as  the  Government  bank,  it  has  always 
rend(  red  considerable  service  to  the  State,  in  return  for 
the  privilege  of  trading  upon  £14,000,000  of  fictitious 
capitil.  This  service  is  twofold.  In  the  first  place,  it 
has  permanently  lent  the  Government  £11,000,000  of  its 
capit  il  at  3 per  cent.  As  this,  however,  is  the  usual 
rate  ( »f  interest  paid  by  Government  on  its  loans,  the  value 
of  tie  accommodation  conferred  by  this  advance,  espe- 
cially when  the  security  of  the  investment  is  taken  into 
accornt,  must  not  be  estimated  as  extremely  high.  But 
secoD  dly,  the  Bank  transacts  the  banking  business  of  the 
State,  including  that  of  the  National  Debt,  and  for  this 
service  it  may,  perhaps,  be  thought  that  tlie  £70,000  per 
annual  now  allowed  by  Government,  is  an  insufiicient 
recompense.  According  to  the  arrangement  made  in 
1808  the  Banli  was  to  receive  £340  per  million,  on  the 
fii’st  £600,000,000  of  the  debt,  and  £300  per  million  on 
the  :*emainder;  or  in  all  about  £250,000-  This  was 
obvic  usly  so  exorbitant  an  allowance  for  the  service  ren- 
dere( , that  at  each  of  the  recent  renewals  of  the  charter. 
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the  Government  have  stipulated  for  a deduction  ; and  in 
1844  the  abatement  mutually  agreed  on  was  £180,000. 
If  this  deduction  should  be  considered  too  great,  it  must 
be  borne  in  mind,  that  as  the  Bank  pays  no  interest  on 
the  Government  deposits,  and  as  they  frequently  amount 
to  several  millions  sterling,  the  profit  which  it  realizes 
from  their  loan,  forms  no  insignificant  item  to  be  added  to 
the  £70,000.*  It  is  also  deserving  of  mention,  that  by  an 
improved  system  of  accounts,  introduced  into  the  Bank 
some  few  years  since,  the  expense  and  trouble  entailed  by 
the  management  of  this  department,  have  been  reduced 
to  about  one  half ; so  that  it  is  not  altogether  impossible 
that  the  £70,000,  together  with  the  employment  of  the 
deposits,  may  amount  to  an  equitable  recompense  for  the 
present  value  of  the  service.  But  whether  this  be  so  or 
not,  it  is  undeniable  that  neither  in  this  respect,  nor  in  the 
preceding,  nor  yet  in  the  two  combined,  does  the  Govern- 
ment receive  an  adequate  equivalent  for  the  privilege  of 
issuing  £14,000,000  of  notes  unrepresented  by  bullion. 
For  a very  slight  calculation  will  suffice  to  show,  that 
those  £1 4,000,000,  if  advanced  in  loans  or  under  discount, 
at  the  rate  of  4 per  cent.,  which  is  about  the  average,  would 
return  a profit  of  more  than  half  a million  annually  ; and 
although  the  Bank  can  never  retain  the  whole  of  those 
notes  in  circulation,  yet  this  produces  no  essential  differ- 
ence in  the  result,  as  the  notes  held  in  reserve  are  well 
known  to  be  just  as  profitable  in  increasing  the  efficiency 
of  the  deposits,  as  if  they  had  formed  a part  of  the 
circulation  itself 

The  case  of  the  country  banks  of  issue  is  very  different 
from  that  of  the  Bank  of  England.  The  only  equivalent 
which  they  render  in  return  for  the  privilege  of  issue,  so 

* The  interest  occasionally  paid  to  the  Bank  for  its  advances  on  Deficiency 
Bills  is  too  trifling  in  amount  to  require  a reference  to  it  in  the  text. 
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far  at  least  as  we  are  aware,  consists  in  the  payment  of 
stamj  duty,  and  composition  in  lieu  thereof ; and  the  total 
amou  it  derived  from  those  imposts  is  less  than  £40,000 
per  cnnum.  Now,  the  employment  of  the  £8,000,000 
of  COT  utry  notes,  in  loans  and  under  discount,  at  the  rate 
just  a ssigned,  would  return  an  annual  profit  of  more  than 
£300  000  ; and  for  this  amount  of  profit  tlie  payment  of 
£40,('00  in  stamp  duty,  must  be  considered  a very 
inade  quate  compensation.  In  like  manner,  if  we  extend 
our  liew  so  as  to  embrace  the  total  authorized  issues  of 
unrepresented  notes  throughout  the  United  Kingdom,  it 
will  )e  seen  that  while  the  profits  arising  out  of  those 
issuer  (which  are  more  than  £30,000,000)  cannot  fall 
short  of  one  million  sterling,  the  princijial  equivalent 
rende  red  by  the  banks  of  issue  in  the  aggregate,  consists 
of  thj  two  services  just  mentioned  as  performed  by  the 
Bank  of  England,  and  two  similar  services  performed  by 
the  . Bank  of  Ireland ; the  vast  majority  of  those  banks 
recerdng  the  full  benefit  of  the  right  of  issue,  with  the 
excej  »tion  of  a trivial  per-centage  upon  the  annual  profits. 
In  t his  respect  therefore,  as  in  the  preceding,  it  is 
abun  lantly  evident  that  our  present  monetary  system  is 
very  much  in  need  of  a comprehensive  amendment. 

There  are  several  methods  which  might  be  adopted  for 
rend(  ring  the  issue  of  unrepresented  notes  more  decidedly 
profii  able  to  the  State.  One  of  these  will  i-eadily  suggest 
itself  it  is  that  of  allowing  all  the  existing  banks  of  issue 
to  re  tain  their  privilege  on  condition  of  paying  Govern- 
ment a certain  equitable  rate  of  interest  on  the  amount 
of  no  bes  which  they  should  hold  in  circulation.  This  plan 
woul  i undoubtedly  possess  the  single  advantage  of 
prodi  icing  as  small  a dislocation  in  the  movements  of  the 
commercial  machinery  of  the  country  generally,  as  is 
perhf  ps  consistent  with  the  introduction  of  any  important 
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alteration.  In  nearly  every  other  respect,  however,  it 
would  be  equally  objectionable  with  the  present  system. 
It  would  furnish  no  additional  guarantee  either  for  the 
security  of  the  genuine  country  notes,  or  against  the  cir- 
culation of  counterfeit  notes ; and  these  are  defects  which 
would  alone  be  sufficient  to  condenm  any  system  in  which 
they  were  not  satisfactorily  provided  for. 

But  there  is  another  principle,  not  hitherto  pro- 
pounded, to  which  such  a system,  as  well  as  that  at 
present  in  existence,  would  be  just  as  forcibly  opposed  as 
to  those  which  have  already  been  advanced.  For  if  it  is 
clearly  demonstrable,  that  the  issue  of  paper  money 
should  be  a function  of  the  State,  and  should  be  exer- 
cised exclusively  with  a view  to  public  interests,  it  is  no 
less  rigidly  deducible  from  the  best  established  data  of 
monetary  science,  and  no  less  agreeable  to  the  spontane- 
ous conclusions  of  common  sense,  that  there  should  only 
be  a single  bank  of  issue.  If  no  other  reason  for  this 
could  be  adduced,  save  that  already  intimated,  viz.  that 
the  existence  of  various  descriptions  of  paper  money  has 
the  direct  tendency  to  lead  to  forgeries,  this  considera- 
tion alone  would  have  sufficient  weight  to  prove  our 
proposition.  But  indeed  its  truth  has  long  been  fully 
proved  on  other  grounds.  It  is  a well  known  fact,  that 
in  the  course  of  trade  there  are  certain  periods  when  it 
is  desirable  that  the  currency  should  expand  to  meet 
unusual  requirements,  and  certain  other  periods  when  it 
should  contract,  in  order  to  prevent  undue  speculation. 
The  former  case  in  general  presents  but  little  difficulty. 
At  such  times  the  rate  of  interest  is  usually  high ; and 
as  it  is  for  the  pecuniary  advantage  of  the  banks  of  issue 
to  enlarge  their  circulation  as  much  as  possible,  the 
desire  to  increase  their  profits  will  induce  them  to 
extend  their  issues  to  the  highest  limits.  In  this  case. 
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there  bre,  the  operation  of  a plurality  of  issuing  banks 
may  not  be  injurious.  But  in  the  opposite  circumstances, 
whep  it  is  expedient  that  the  circulation  should  contract, 
the  e Tect  is  precisely  the  reverse.  During  such  periods 
the  r ite  of  interest  is  generally  low,  and  the  profits  made 
by  tl  e banks  proportionally  small ; so  that  it  is  only  by 
retai  ling  as  large  a number  of  notes  as  they  possibly 
can  .n  circulation,  that  the  banks  of  issue  can  obtain 
their  ordinary  amount  of  profits.  Whenever  a contin- 
genc;  7 of  this  sort  arises,  the  momentary  advantage  of  the 
banks  of  issue,  and  the  permanent  interests  of  the 
community  at  large,  are  brought  into  direct  coUision. 
For  should  some  of  the  issuing  banks  postpone  their  own 
advantage  to  that  of  the  public,  and  contract  their  issues, 
there  will  always  be  found  some  other  banks,  which, 
instead  of  following  their  example,  will  embrace  so 
favo  arable  an  opportunity  of  enlarging  their  transactions  at 
the  ixpense  of  their  more  conscientious  rivals,  and  fill  up 
the  vacancy  by  an  increased  issue  of  their  own  notes.  And 
the  ultimate  effect  of  this  course,  is  to  compel  the  former, 
in  self  defence,  to  again  expand  their  issues  in  order  to 
retain  their  customers,  who  would  otherwise  transfer 
thei  r accounts  to  the  bank  which  would  make  the  largest 
advinces  at  the  lowest  rate  of  interest.  Thus  the 
existence  of  a plurality  of  issuers  has  the  inevitable 
ten<  lency  to  throw  obstacles  in  the  way  of  a contraction 
of  ■ he  currency,  at  periods  when  the  peculiar  circum- 
stances of  the  country,  may  render  such  contraction  a 
meiLSure  absolutely  necessary  for  the  public  welfare. 

] n applying  this  principle  to  the  case  of  the  existing 
sys  :em,  it  will  be  seen  that  the  limitation  of  the  country 
issi  es  to  little  more  than  one  half  the  authorized  un- 
rep resented  issues  of  the  Bank  of  England,  has  greatly 
minimized  the  evils  that  would  otherwise  result  from  the 
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existence  of  so  great  a multitude  of  issuers.  At  the  same 
time,  by  throwing  the  whole  responsibility  of  the  ma- 
nagement of  the  circulation  upon  the  Bank  of  England,  it 
has  practically  conferred  a very  undue  advantage  on  the 
country  banks.  And  on  the  other  hand,  it  has  confess- 
edly provided  no  machinery  for  producing  a uniform 
contraction  of  the  issues,  when  desirable,  in  any  districts, 
save  the  metropolitan,  and  those  where  only  Bank  of 
England  notes  circulate.  In  every  other  part  of  England 
and  Wales,  it  lies  completely  within  the  power  of  some 
one  or  two  of  the  local  banks  to  prevent  the  circulation 
fi*om  contracting,  no  matter  how  essential  may  be  such 
contraction  to  the  general  prosperity  of  the  district. 

The  natural  inference  to  which  the  preceding  data 
directly  lead,  is,  that  either  a State  Bank  should  be  formed 
for  the  issue  of  treasury  notes,  or  that  the  privilege  of 
issue  should  be  exclusively  confined  to  some  one  of  the 
existing  banks  of  issue.  It  may  easily  be  shown  that 
no  insuperable  obstacles  exist  to  prevent  the  establish- 
ment of  a State  Bank.  The  only  practical  difficulty 
would  arise  out  of  the  necessity  of  paying  off  the 
eleven  millions  due  to  the  Bank  of  England  ; and  this 
could  readily  be  effected  either  by  a direct  sale  of  the 
debt,  or  by  the  contraction  of  a new  loan  for  the  same 
amount,  neither  of  which  operations  need  entail  any 
considerable  expense,  present  or  prospective.  The  man- 
agement of  the  issues  would  demand  no  greater  degree  of 
care  than  those  of  the  Bank  of  England.  A sufficient 
portion  of  the  notes  issued  might  be  retained  for  the  pay- 
ment of  the  dividends,  and  for  making  any  other  neces- 
sary disbursements  on  account  of  Government ; and  the 
remainder  might  be  loaned  at  their  market  value  to  such 
banks  as  might  have  valid  securities  to  offer  in  ex- 
change ; but  no  advances  should  be  made  to  private 
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ind  viduals,  or  in  any  way  that  would  interfere  with  the 
ord  nary  business  of  the  banks  of  deposit  and  discount. 
Tht  amount  of  profit  that  would  be  derived  from  the 
not  js  advanced  to  the  banks,  would  necessarily  depend 
on  )oth  the  number  of  the  notes  and  the  rate  at  which 
the;  T were  loaned  ; but  there  can  be  little  doubt,  that  if 
the  present  issues  of  England  and  Wales  were  entirely 

replaced,  the  nett  profit  would  not  be  less  than  half  a 
million  sterliner. 

T 0 this  plan,  however,  there  is  one  cardinal  objection, 
at  Isast  at  the  present,  and  perhaps  for  many  years  to 
com  e ; such  a bank  would  necessarily  be  directly  or 
indirectly  subject  to  the  control  of  whatever  Govern- 
mei  t might  happen  to  possess  the  seals  of  office.  And 
although  it  is  to  be  hoped  that  no  Ministry  which  is  ever 
like  .y  to  be  entrusted  with  the  executive  in  the  United 
Kingdom,  would  so  far  descend  from  the  dignity  of  their 
higli  position,  as  to  tamper  with  the  integrity  of  the 
moi  etary  system  of  the  country  for  any  unworthy 
puT])ose,  whether  party  or  personal,  yet  it  is  not  so 
cert  lin  that  in  the  heat  of  parliamentary  conflict,  such 
tarn  Dering  might  not  be  ascribed  to  the  Government  of 
the  day ; and  even  the  suspicion  of  any  misdirection 
coul  1 not  fail  to  be  prejudicial  to  that  feeling  of  public 
conf  dence  which  is  so  essential  to  the  well-being  of 
ever  y paper  currency.  In  these  circumstances,  therefore, 
it  s<  !ems  preferable  that  the  issue  of  paper  money  should 
be  p reserved  entirely  free  from  any  possible  entanglement 
witl  the  strife  of  party  pohtics. 

Tliere  remains,  then,  as  the  only  alternative,  the  selec- 
tion of  some  one  of  the  existing  banks  as  the  exclusive 
depository  of  the  privilege  of  issue.  The  qualifications 
requ  red  by  such  a bank,  are  the  possession  of  a capital 
suffi(  iently  large  to  form  the  basis  of  at  least  the  pre- 
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sent  paper  issues  of  England  and  W ales,  together  with  a 
long  experience  of  business  transactions,  on  a scale  pro- 
portionally extensive.  Now  both  of  these  requisites  are 
combined  in  the  Bank  of  England.  Its  commercial 
experience  has  been  greater  than  that  of  any  other  bank 
in  the  world.  Its  capital  and  rest  united,  amount  to 
about  £18,000,000,  and  although  £14,000,000  of  this  are 
permanently  invested  in  the  loan  to  Government  and 
other  public  securities,  and  are  not  therefore  available 
for  banking  purposes,  yet  the  knowledge  that  they  can 
be  relied  on  in  the  case  of  any  possible  disaster,  has 
the  same  effect  in  inspiring  confidence,  as  if  they  formed 
a part  of  the  working  capital  of  the  Bank.  Now, 
although  the  total  authorized  issue  of  unrepresented 
notes  in  England  and  Wales  amounts  to  £22,000,000,  yet 
the  total  average  circulation  of  such  notes  is  only  about 
£15,000,000  ; and  according  to  the  judgment  of  the  best 
practical  authorities,  the  portion  of  the  united  capital 
and  rest,  which  is  not  permanently  invested,  would  form 
a perfectly  adequate  basis  for  an  average  unrepresented 
circulation  of  £15,000,000.  And  if  the  £3,000,000 
that  are  now  permanently  invested  in  public  securities, 
distinct  from  the  Government  debt,  were  set  at  liberty 
and  employed  as  working  capital,  it  is  equally  well 
established,  that  the  £7,000,000  of  which  that  working 
capital  would  then  consist,  upheld  as  they  would  still  be, 
in  public  confidence,  by  the  £11,000,000  lent  to  Govern- 
ment, would  be  quite  sufficient  as  a basis  for  a circulation 
of  unrepresented  notes,  to  the  extent  of  from  £20,000,000 
to  £30,000,000. 

And  this  brings  us  to  the  enquiry,  whether  the  pre- 
sent note  circulation  of  England  is  as  extensive  as  would 
be  consistent  with  the  stability  of  our  monetary  system. 
It  is  generally  well  understood  that  it  is  for  the  advan- 
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tag€  of  the  nation  that  the  unrepresented  paper  issues 
shoild  be  carried  as  far  as  is  compatible  with  their 
^ perfect  convertibility  and  security.  Every  note  issued 
in  L eu  of  gold  is  obviously  equivalent  to  the  creation  of 
so  much  additional  capital ; for  as  it  withdraws  a gold 
coin  from  circulation  it  enables  that  coin  to  become 
I capital,  while  the  note  itself  discharges  the  functions  of 
a n edium  of  exchange  as  efficiently  as  the  coin  for 
which  it  has  been  substituted.  And  from  this  it  clearly 
folio  tvs  that  unrepresented  notes  should  be  issued  for 
every  gold  coin  in  the  country,  with  the  exception  of 
wha  i is  actually  required  for  securing  the  convertibility 
of  those  notes.  Whether  this  point  has  or  has  not  been 
readied  in  the  case  of  the  English  issues,  will  depend  on 
the  ] >roportion  that  subsists  between  the  total  extent  of 
the  ^ ;old  currency  and  the  amount  required  as  a domes- 
tic a id  foreign  reserve.  For  making  this  comparison  we 
have  no  precise  data  that  can  be  relied  on  for  perfect 
accu  'acy,  but  we  can  make  a rough  approximation  that 
will  mswer  our  purpose  sufficiently  well.  According  to 
the  ( omputation  communicated  by  a late  Governor  of  the 
Bank  of  England  to  the  Committee  of  the  House  of 
Com  nons  on  Commercial  Distress,  and  which . received 
the  lanction  of  his  official  approbation,  the  gold  cur- 
rency of  England  arid  Wales  may  be  estimated  at  from 
£40,000,000  to  £60,000,000,  and  the  silver  at  £7,000,000 
or  £8,000,000.  It  may  be  observed,  that  there  does 
not  ,5eem  to  be  any  excess  of  silver,  as  the  difficulty 
of  procuring  a sufficient  quantity  for  the  payment  of 
wages  in  most  of  the  large  towns,  is  at  particular 
seasoas  very  considerable.  On  the  other  hand,  the 
extert  of  the  gold  currency,  at  first  sight,  appears 
immoderately  great.  Assuming  £50,000,000,  or  the  me- 
dium estimate,  to  be  correct,  the  metallic  currency  would 
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be  more  than  three  times  the  amount  of  the  average 
circulation  of  unrepresented  notes ; or  even  taking 
£40,000,000  as  the  more  reliable  computation,  the  proper- 
tion  would  still  be  very  nearly  threefold.  Or  to  present  the 
same  idea  in  different  words,  an  average  circulation  of 
£15,000,000  of  unrepresented  notes,  is  a very  small  pro- 
portion of  a total  average  currency  of  £55,000,000. 

But  a closer  analysis  will  bring  us  to  the  same  conclu- 
sion. There  are  only  three  purposes  for  which  a metallic 
currency  is  absolutely  requisite — the  payment  of  small 
amounts,  the  discharge  of  foreign  liabilities,  and  the  pro- 
tection of  the  convertibility  of  the  paper  issues.  The  first 
of  these  is  provided  for  by  the  silver  and  copper  coin  in 
the  hands  of  the  public.  The  second  item  is  the  more  im- 
portant of  the  remaining  two.  For  the  foreign  reserve 
must  clearly  contain  as  much  gold  as  is  ever  likely  to  be 
withdrawn  from  the  country  in  one  continuous  drain. 
This  has  been  estimated  by  Mr.  Tooke,  a very  eminent 
practical  authority,  as  about  £12,000,000  ; but  we  think 
he  must  have  overlooked  the  possible  concurrence  of  a 
failure  in  some  staple  article  of  food,  with  the  main- 
tenance of  a very  heavy  military  expenditure  abroad. 
Should  sRch  a combination  ever  arise,  it  would  not  be 
impossible  that  the  drain  might  even  exceed  the  limit  of 
£1 2,000,000.  It  is  more  prudent  therefore  to  err  on  the 
safe  side,  and  assign  £20,000,000  as  the  reserve  to  be 
maintained  for  such  a contingency.  But  when  these 
£20,000,000  have  been  set  apart  as  a foreign  reserve,  there 
still  remain  at  least  a second  £20,000,000  in  the  hands  of 
the  public ; and  the  question  arises,  what  proportion  of  these 
£20,000,000  is  really  required  for  securing  the  converti- 
bility of  the  paper  issues.  To  this  enquiry  the  answer 
given  by  eminent  bankers  is,  that  £5,000,000  in  gold  would 
be  more  than  sufficient  to  act  as  a basis  for  the  present 
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ave /age  circulation  of  £15,000,000,  and  that  if  that 
ave  -age  were  increased  to  £30,000,000,  a gold  basis  of 
£1(, 000,000  would  still  be  sufficient  to  secure  the  con- 
veri  ibility  of  the  whole.  And  in  confirmation  of  the 
truih  of  this  view,  the  cases  of  Ireland  and  Scotland  may 
be  1 eferred  to,  as  in  both,  the  paper  circulation  is  consi- 
der(  d to  exceed  the  gold  currency  in  about  a three- 
fold ratio.  When  this  domestic  reserve  of  £10,000,000, 
thei  efore,  is  added  to  the  foreign  reserve  of  £20,000,000 
theie  still  remain  at  least  £10,000,000  of  gold  that  serve 
no  1 ecessary  purpose  as  currency,  and  which  it  would  be 
prolitable  to  replace  by  paper. 

Ii  cannot  be  denied,  however,  that  there  are  obstacles 
which  forbid  the  immediate  issue  of  unre])resented  paper 
nioriey  to  the  extent  of  these  £10,000,0000.  The  average 
unr«  presented  circulation  of  the  Bank  of  England  is  at 
present  only  about  £8,000,000  ; and  if  the  bank  be  like- 
wis(  entrusted  with  the  issue  of  paper  in  lieu  of  the 
country  circulation,  which  forms  an  average  of  about 
£7,000,000  more,  this  would  very  nearly  double  its  average 
circulation  of  unrepresented  notes.  Now,  although,  as 
has  just  been  shown,  the  £4,000,000  of  capital  and  rest, 
which  are  not  permanently  invested  in  the  loan  to 
govcniment  or  otherwise,  and  which  therefore  form  the 
actual  working  capital  of  the  Bank,  are  amply  sufficient 
to  a 3t  as  a basis  for  securing  the  convert  ibility  of  these 
£15,000,000;  and  although  the  conversion  into  working 
capi  tal  of  the  £3,000,000  at  present  permanently  invested 
in  public  securities  distinct  from  the  government  loan, 
shoild  enable  the  Bank  with  perfect  security  to  increase 
its  I nrepresented  circulation  by  another  £1 0,000,000,  yet, 
it  cc  uld  hardly  be  regarded  as  a prudent  course  to  allow 
the  Bank  to  extend  that  circulation  in  more  than  a two- 
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fold  ratio  without  some  gradual  preparation  for  so  great 
a change.  It  seems  a preferable  plan  therefore  that  the 
Bank  should  try  the  experiment  of  replacing  the  country 
issues  without  any  other  important  increase  of  its  unre- 
presented circulation  for  ten  or  twenty  years  to  come ; 
and  there  can  be  little  doubt,  that  after  so  much  expe- 
rience in  managing  the  enlarged  issues,  it  might  safely  be 
entrusted  with  a stiU  further  extension.  Meanwhile  we 
think  it  very  desirable  that  the  £3,000,000  invested  in 
public  securities,  should  be  withdrawn  from  the  bullion 
department  and  incorporated  in  the  working  capital. 
But  in  this  we  anticipate. 

The  circulation  of  unrepresented  notes  being  thus 
disposed  of,  there  remains  for  consideration  the  expediency 
of  an  increase  in  the  amount  of  buUion  notes  issued  by 
the  Bank.  And  here,  as  in  the  case  of  the  unrepresented 
notes,  it  is  generally  well  understood,  that  it  is  profitable 
for  the  nation  that  the  bullion  notes  should  be  extended 
as  widely  as  possible.  There  are  two  points  of  difference 
however  in  the  two  cases.  For  every  unrepresented  note 
that  can  prudently  be  issued,  there  is  a clear  addition  of 
an  equal  amount  to  the  productive  capital  of  the  nation ; 
while  for  every  note  issued  on  bullion,  there  is  no  other 
saving  than  the  wear  and  tear  of  the  metal  that  is  lodged 
in  the  coffers  of  the  Bank.  But,  on  the  other  hand,  while 
unrepresented  notes  cannot  prudently  be  issued  so  far  as 
to  infringe  upon  the  metallic  reserve  required  for  foreign 
and  domestic  purposes,  there  is  no  such  limit  to  the  pru- 
dent issue  of  bullion  notes ; but  the  Bank  may  with  perfect 
security  continue  to  issue  notes  on  gold  so  long  as  the  gold 
is  presented,  even  though  the  amount  so  presented  should 
comprise  every  sovereign  that  is  now  in  the  hands  of  the 
public.  And  the  reason  for  this  is  sufficiently  obvious. 
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For  if  every  bullion  note  that  is  issued,  increases  the 
liab  lities  of  the  Bank  it  likewise  increases  tlie  assets 
ava  lablefor  meeting  those  liabilities,  and  if  £10, 000, 000 
of  billion  are  sufficient  to  meet  a demand  for  the  pay- 
mer  t of  £10,000,000  of  notes,  £40,000,000  of  bullion  would 
be  e .][ually  competent  to  discharge  £40,000,000  of  notes. 
Anc  if  we  include  the  £15,000,000  of  unrepresented  notes 
amo  ugst  the  liabilities,  it  will  be  seen  at  once,  that  if  the 
possession  of  £10,000,000  of  bullion  would  inspire  confi- 
dence in  the  £25,000,000  of  bullion  notes  and  unrepre- 
sented notes  combined,  there  can  be  no  doubt  that  the 
possession  of  £40,000,000  of  bullion  would  impart  a still 
higler  confidence  in  a total  circulation,  consisting  of 
£55  000,000  of  both  descriptions  of  notes  combined.  So 
that  from  this  point  of  view,  it  clearly  follows  that  every 
incr<  -ase  of  the  bullion  notes  must  necessarily  increase  the 
public  confidence  in,  and  therefore  the  security  of,  the 
unn  presented  issues. 

M e have  just  seen  that  the  amount  of  gold  employed 
in  the  currency,  cannot  be  estimated  under  £40,000,000. 
Nov  the  average  portion  of  this  gold  which  is  retained  in 
the  . Bank,  |ind  on  which  bullion  notes  art;  issued,  is  not 
more  than  from  £12,000,000  to  £14,000,000.  It  would 
folio  V therefore  from  the  preceding,  that  this  might  safely 
and  profitably  be  increased  to  £20,000,000,  £30,000,000, 
or  eYen  £40,000,000.  The  possibility  of  effecting  such 
an  ncrease,  however,  does  not  depend  immediately 
upoi  the  Bank  of  England,  but  upon  the  public 
generally,  as  the  Bank  can  only  issue  bullion  notes 
on  Ihe  amount  of  gold  that  is  presented  in  exchange 
for  iiuch  notes.  But  it  may  well  be  doubted  whether 
any  ] )ermanent  increase  can  be  effected  so  long  as  the  Bank 
is  pr  )hibited  from  issuing  notes  of  a smaller  denomination 
than  five  pounds  sterling.  The  principal  reason  why  so 


large  an  amount  of  treasure  remains  in  the  hands  of  the 
public,  consists  in  the  fact  that  all  small  payments,  including 
wages,  varying  from  twenty  shillings  to  five  pounds,  must 
be  made  in  gold,  and  that  as  a necessary  consequence,  a 
very  large  proportion  of  the  money  that  is  held  in  the  pos- 
session of  the  working  classes  cannot  possibly  consist  of 
any  other  medium.  Any  considerable  increase  of  bullion 
notes,  therefore,  would  require  that  that  increase  should 
be  effected  by  means  of  paper  of  a smaller  denomination 
than  five  pounds.  And  accordingly  we  deem  it  a matter 
of  high  expediency  that  the  legal  restriction  upon  such 
issues  should  be  at  once  removed. 

We  are  fully  aware  that  some  eminent  public  men  in 
England  have  long  been,  and  perhaps  still  are,  averse  to 
the  issue  of  small  notes  ; but  we  cannot  discover  much 
force  in  the  reasons  which  they  advance  for  justifying 
their  apprehensions.  It  is  not  unfrequently  assumed,  for 
instance,  that  the  issue  of  such  notes  would  necessarily 
lead  to  a great  increase  of  forgeries ; as  they  would  be 
likely  to  pass  into  the  hands  of  persons  who  could  not 
have  much  experience  in  the  detection  of  counterfeit 
paper.  This  objection  owes  its  whole  force  to  the  defec- 
tiveness of  the  present  system.  If  all  the  present  banks 
of  issue  were  allowed  to  issue  small  notes  there  can  be 
little  doubt  that  such  permission  would  lead  to  extensive 
forgeries,  as  the  numberless  descriptions  of  such  notes 
that  would  be  in  circulation,  would  be  quite  sufficient  to 
baffle  the  discernment  of  even  the  most  experienced 
persons.  But  if  the  privilege  of  issue  were  withdrawn 
from  all  its  present  possessors  except  the  Bank  of  England, 
and  if  the  latter  were  allowed  to  issue  small  notes,  which 
would  in  that  case  be  the  only  small  notes  that  could  ever 
become  disseminated  amongst  the  public,  there  is  not  the 
slightest  reason  to  suppose  that  this  would  have  any  other 
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effe'  ;t  than  that  of  reducing  the  attempts  at  forgery  to  the 
ver^  smallest  minimum.  It  has  likewise  been  objected, 
tlia'i  inasmuch  as  such  notes  would  come  into  the  posses- 
sior  of  a lower  class  of  persons  than  those  who  can  ever 
nov  receive  paper  money,  a class  liable  to  be  seized  by 
pan  ic  in  times  of  pressure,  the  effect  woidd  probably  be 
to  i icrease  the  dangers  of  the  Bank  in  periods  of  difficulty.' 
W1  atever  influence  this  consideration  may  have  in  respect 
to  an  increased  issue  of  unrepresented  notes,  it  is  alto- 
get  ler  void  of  weight  as  opposed  to  the  extension  of 
bul  ion  notes.  For  as  we  have  already  S(jen,  an  increase 
of  bullion  notes  implies  a corresponding  increase  of 
trej  sure  in  the  Bank,  for  the  payment  of  those  notes,  and 
the  invariable  effect  of  an  increase  of  bullion  is  to  augment 
the  confidence  of  the  public  in  the  Bank’s  security.  And 
even  supposing  the  very  improbable  occurrence  of  a run 
upc  n the  Bank  to  the  full  extent  of  the  additional  bullion 
not  es  that  might  have  been  sent  into  circulation,  the  only 
inji  irious  result  that  this  could  have,  would  be  the  reduc- 
tion of  the  treasure  in  the  custody  of  the  Bank  to  the 
san  le  amount  as  it  originally  held  previously  to  making 
the  extended  issues.  But  lastly,  it  has  also  been  advanced, 
that  inasmuch  as  small  notes  could  be  directly  employed 
in  the  payment  of  wages,  any  increase  in  their  issue 
dm  ing  periods  of  speculation  would  exercise  an  injurious 
infuence  in  stimulating  excessive  production.  Like  the 
prt  ceding,  however,  this  objection  is  exclusively  applicable 
to  the  unrepresented  issues.  For,  as  bullion  notes  are 
only  the  representatives  of  treasure  that  is  actually 
ret  lined  in  the  coffers  of  the  Bank,  and  which  either 
coi  sists  of  or  is  readily  convertible  into  coin,  those  notes 
car  exert  no  influence  different  from  that  of  the  coins 
themselves,  and  cannot  therefore  be  held  responsible  for 
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contributing  in  any  degree  to  the  extension  of  undue 
speculation. 

It  may  perliaps  be  retorted,  that  if  small  notes  were 
allowed  to  be  issued,  no  practical  distinction  could  be 
enforced  between  the  unrepresented  issues  and  the  bullion 
notes,  and  that  therefore  the  necessary  effect  of  such 
’ permission  would  be  to  increase  the  former  as  well  as  the 
latter.  But  this  objection  would  involve  a total  miscon- 
ception, as  the  consideration  of  the  present  system  will 
at  once  make  apparent.  For,  so  long  as  the  unrepre- 
sented issues  of  the  Bank  of  England  are  limited  to 
£14,000,000,  as  under  the  Act  of  1844,  they  cannot  possibly 
exceed  those  £14,000,000,  whatever  may  be  the  denomina- 
tion of  the  notes  so  issued  ; and  even  though  the  restric- 
tive clauses  of  the  Act  should  be  repealed,  and  the  Bank 
should  be  allowed  to  replace  the  country  issues,  an 
arrangement  can  readily  be  devised,  as  we  shall  presently 
show,  which  would  at  once  permit  of  an  indiscriminate 
issue  of  notes  of  all  denominations  fi’om  one  pound  and 
upwards,  and  yet  preclude  the  possibility  of  the  unrepre- 
sented^issues  ever  exceeding  a safe  and  salutary  maximmn. 
If,  however,  it  should  still  be  apprehended  that  any 
danger  would  result  from  the  complete  abrogation  of  the 
prohibition  of  small  notes,  the  expedient  might  be  adopted 
of  allowincr  a certain  maximum  issue  of  such  notes  for  the 
next  ten  years,  after  which  experiment,  if  the  change 
proved  beneficial,  the  restriction  might  be  removed 
unconditionally.  But  for  rendering  such  an  experiment 
effectual  a smaller  issue  than  £5,000,000  to  £10,000,000 
would  be  of  little  service. 

The  preceding  considerations  have  not  tended  to 
weaken,  but  rather  to  confirm  the  force  of  our  conclusion, 
that  it  is  now  desirable  that  the  whole  pa]>er  issues  of 
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En^  land  and  W ales  should  be  entrusted  to  the  Bank  of 
En^  land,  subject  to  the  condition  that  the  profits  of  such 
issu  3 should  l^e  equitably  participated  bet^Yeen  the  public 
and  the  Bank.  As  has  already  been  pointed  out,  the 
pres  ent  banks  of  issue  which  would  be  d{3prived  of  their 
privilege  would  have  no  ground  for  complaint  on  the 
score  of  such  deprivation,  as  they  have  long  had  reason 
to  1 e aware  that  they  owe  their  privilege  entirely  to  the 
favc  ur  of  the  State,  and  that  they  are  liable  to  have  it 
wit]  idrawn  whenever  it  may  be  found  inconsistent  with 
pub  Lie  interests.  There  is  one  case  indeed  in  which  they 
migtit  not  unfairly  consider  themselves  aggrieved,  and 
thal  is,  if  the  privilege  were  withdrawn  so  suddenly  as 
to  cause  any  serious  depreciation  in  the  value  of  their 
pro]  )erty.  And  in  order  to  avoid  such  a result,  it  would 
certiinly  be  expedient  that  suflEicient  time  should  be 
alio  ved  them  to  contract  their  issues,  and  replace  them 
by  ] Bank  of  England  notes,  with  the  smallest  disadvantage 
hot]  i to  the  public  and  themselves.  Foi-  this  purpose,  a 
less  period  than  ten  years  would  scarcely  be  sufficient. 
But  there  are  several  modes  in  which  the  transition 
mig  Lit  be  effected  with  very  trifling  dislo(3ation.  One  of 
thes  e would  be  extremely  simple  as  well  as  feasible.  The 
country  banks  might  be  permitted  to  issue  their  own 
note  s for  the  next  ten  years  on  condition  of  contracting 
the  amount  of  their  authorized  issues  by  one-tenth 
anna  ally.  An  arrangement  might  at  the  same  time  be 
mac  e which  would  induce  the  Bank  of  England  to  increase 
its  i ssues  in  a corresponding  proportion,  so  that  the  total 
arac  unt  of  currency  in  the  possession  of  the  public  need 
und  3rgo  no  actual  diminution  ; while  both  to  the  country 
banLvS  and  the  Bank  of  England,  the  cliange  fi-om  the 
pressnt  system  would  be  so  gradual  as  to  produce  no 
serious  inconvenience  to  either.  Should  this  plan  be 
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adopted,  and  we  know  of  no  practical  difficulty  to  oppose 
it,  the  authorized  maximum  of  the  country  issues  during 
the  next  ten  years,  together  with  the  maximum  profit 
derived  therefrom,  at  an  average  rate  of  4 per  cent 
would,  in  round  numbers,  diminish  according  to  the  fol- 


lowing  series  : — 

Years. 

Issues. 

Profits. 

1856  

..._.  £8,000,000  .. 

£320,000 

1857  

...  7,200,000  .. 

288,000 

1858  

...  6,400,000  .. 

256,000 

1859  

...  5,600,000 

224,000 

1860  ..... 

...  4,800,000  .. 

192,000 

1861  

...  4,000,000  .. 

160,000 

1862  

...  3,200,000  .. 

128,000 

1863  

...  2,400,000  .. 

96,000 

1864  

...  1,600,000  .. 

64,000 

1865  

800,000  .. 

32,000 

1866  

000,000  .. 

00,000 

£1,760,000 

thus  allowing  the  country  banks  a total  profit  of 
£ 1,76c ‘,000,  or  nearly  two  millions  out  of  the  privilege 
of  issue  before  their  entire  surrender  of  it.  And  this 
appears  to  us  as  liberal  an  arrangement  as  they  could 
have  any  reason  to  expect. 

We  are  now  almost  in  a position  to  determine  on  what 
system  the  Bank  of  England  should  be  expected  to  ren- 
der an  equivalent  for  the  exclusive  issue  of  paper  money 
in  England  and  Wales.  Prior,  however,  to  entering 
upon  this  considei’ation,  it  will  be  necessary  to  refer  to 
another  principle,  which  the  present  system  infringes  no 
less  remarkably  than  those  already  instanced.  With  the 
exception  of  a very  limited  section  of  currency  theorists, 
it  is  now  universally  admitted  that  a paper  currency 
ought  to  be  so  regulated  as  to  contract  and  expand  in 
conformity  with  the  requirements  of  commerce  ; that  is 
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to  s iy,  to  contract  whenever  trade  is  stationary  and  the 
snp])ly  of  commodities  in  the  market  small,  and  to  ex- 
pan i whenever  trade  becomes  active  and  the  supply  of 
marketable  commodities  undergoes  an  increase.  By  the 
cunency  theorists  it  is  still  maintained  that  a paper  cur- 
ren<  y ought  to  contract  and  expand  exactly  as  a currency 
pur  dy  metallic  would  do  in  the  like  circumstances.  But 
this  is  palpably  equivalent  to  asseiding,  that  whatever 
evil  3 are  inseparable  from  a metallic  currency  ought  to  be, 
not  avoided,  but  perpetuated  in  a mixed  currency.  One 
of  i he  chief  defects  of  a purely  metallic  currency  consists 
in  tlie  very  circumstance  that  it  does  not  contract  and 
expind  with  the  decrease  and  increase  of  marketable  com- 
mo(  [ities  requiring  to  be  exchanged  for  each  other,  but 
tha ,,  on  the  contrary,  through  the  operation  of  an  influx 
or  efflux  of  gold,  it  not  unfrequently  (jontracts  or  ex- 
par  ds  in  a far  greater  proportion  than  the  state  of  the 
ma:kets  would  justify,  thereby  producing  an  excessive 
deq  reciation  or  appreciation  in  general  prices ; while 
son  etimes  it  even  expands  when  the  state  of  the  markets 
I woi  dd  require  a contraction,  and  vice  versa.  And  accord- 
ing  y,  this  is  the  evil  against  which  common  sense  would 
des  .re  to  contrive  peculiar  safeguards  in  a mixed  cur- 
rency. The  present  system  however  has  most  carefully 
per  petuated  the  evil.  F or  in  the  case  of  every  consider- 
abli  efflux  of  gold,  the  circulation — that,  is  the  amount 
of  3irculating  medium,  paper  and  metallic,  in  the  hands 
of  :he  public — must  contract  not  merely  in  the  propor- 
tio]  i required  for  correcting  the  unfavourable  exchange,  but 
in  j i much  higher  proportion  ; and  in  every  case  in  which 
sucti  a drain  commences  at  a period  when  the  Bank's 
reserve  of  unemployed  notes  is  at  or  near  the  minimum, 
the  circulating  medium  must  actually  contract  to  an  ex- 
tent precisely  equal  to  the  amount  of  coin  exported. 
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Thus  supposing  the  drain  to  commence  when  the  reserve 
of  notes  is  at  the  average  of  about  £6,000,000,  an  expor- 
tation of  £10,000,000  of  gold  would  not  only  reduce  this 
reserve  to  its  lowest  prudent  minimum  of  about  £3,000,000 
but  would  also  contract  the  amount  of  gold  and  bullion  notes 
in  the  possession  of  the  public  by  about  £7,000,000  ; while, 
supposing  the  reserve  to  have  been  afready  at  the  mini- 
mum of  £3,000,000,  the  exportation  of  the  £10,000,000  of 
gold  would  fall  entirely  on  the  circulating  medium  which 
it  would  reduce  in  the  proportion  of  nearly  15  per  cent.* 
In  addition,  therefore,  to  the  measures  already  proposed, 
the  restrictive  clause  that  limits  the  Bank  of  England  to 
any  inflexible  maximum,  must  be  repealed  and  the  Bank 
must  be  allowed  to  issue  unrepresented  notes,  not  only  to 
the  extent  at  present  authorized,  viz.  £14,000,000  together 
with  an  additional  £8,000,000,  as  a substitute  for  the 
country  issues,  but  also  to  any  necessary  amount  in  excess 
of  those  £22,000,000,  subject  however  to  certain  condi- 
tions, required  for  preventing  any  possible  over-issue 
beyond  the  actual  wants  of  the  public. 

We  shall  now  proceed  to  the  consideration  of  those 
conditions.  It  has  already  been  seen  that  the  Bank  of 
England  should  not  be  allowed  to  issue  unrepresented 
notes  without  participating  its  profits  with  the  State,  fi'om 
which  it  derives  the  privilege  of  issue.  Now  there  are 
several  methods  in  which  this  participation  might  be 

* Assuming  the  given  circulation  in  the  hands  of  the  public  to  be  thus 
composed : 

Gold,  and  bullion  notes  issued  on  gold,  &c.,  ...  £50,000,000 

Silver,  ...  ...  ...  ...  ...  7,000,000 

Bank  of  England  unrepi'esented  notes  ...  ...  11,000,000 

Country  notes  ...  ...  ...  ...  7,000,000 

£75,000,000 

a drain  of  £10,000,000  of  gold  would  obviously  produce  a contraction  of  more 
than  13  per  cent. ; while,  if  the  silver  be  excluded  from  the  computation,  the 
amount  of  the  reduction  would  be  within  a fraction  of  15  per  cent. 
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effected.  For  instance,  a computation  might  be  made  of 
ti  e probable  amount  of  annual  profit  that  would  be  deri- 
ved from  the  privilege  ; and  the  Bank  might  be  required 
t(  pay  annually  into  the  Treasury,  whatever  proportion 
oi  this  profit  might  be  considered  equitable.  This  plan, 
however,  is  liable  to  the  fatal  objection,  that  it  could 
hi  irdly  fail  to  operate  as  a bonus  on  excessive  issue.  F or, 
aj  in  this  case,  the  profits  of  tlie  Bank  would  rapidly 
ir  crease  in  proportion  to  the  greater  number  of  notes  that 
c(  uld  be  kept  in  circulation,  the  Directors  would  be 
e:  :posed  to  the  continual  temptation  of  resorting  to 
imprudent  means  for  extending  their  issues.  A single 
il  ustration  will  show  the  force  of  this.  F or,  supposing 
tl  at  the  proportion  of  the  profits  set  apart  for  the  State, 
si  ould  amount  to  the  total  profit  arising  out  of  the  issue 
ol  say  some  £10,000,000  of  notes,  then  all  the  profits  fie- 
ri s^ed  from  the  issue  of  notes  in  excess  of  those  £10,000,000 
would  go  undivided  into  the  coffers  of  the  Bank,  so  that 
tl  e Bank  would  be  directly  interested  in  extending  the 
ismes  as  much  beyond  the  £10,000,000  as  would  be 
p] ‘acticable.  And  the  experience  of  the  whole  past  his- 
tc  ry  of  the  Bank  has  proved  that  such  a system  as  this 
WDuld  be  inconsistent  with  the  highest  interests  of  the 
cc  mmercial  public.  It  has  been  proposed  again  by  some 
eminent  authorities,  that  the  Bank  should  be  allowed  to 
ST  pply  the  whole  paper  issues  of  the  coTintry  on  condition 
oJ' lending  some  fifteen  or  twenty  millions  of  its  notes  to 
tl  .e  Government  without  interest,  which  would  necessarily 
give  the  same  pecimiary  advantage  to  the  State  as  if  it 
is  med  an  equal  number  of  its  own  notes.  But  this  plan 
would  be  liable  to  the  same  objection  as  the  former.  It 
would  make  the  profits  of  the  Bank  depend  directl}?'  on 
tl  e amount  of  unrepresented  notes  retained  in  circulation ; 
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and  under  such  circumstances  the  Bank  could  hardly  fail 
at  times  to  extend  its  issues  beyond  the  limits  wdiich  the 
condition  of  trade  would  render  advantageous. 

It  majq  therefore,  we  think,  be  laid  dowm  as  an  impor- 
tant practical  rule,  that  the  Bank  should  be  required  to 
render  the  equivalent  on  the  principle  of  proportioning  its 
payment  to  the  amount  of  unrepresented  notes  in  circula- 
tion, and  that  the  rate  imposed  should  increase  as  that 
circulation  increased.  The  only  difiiculty  appears  to  con- 
sist in  devising  a simple  natural  plan  for  accomplishing 
this  result ; a plan  that  would  be  readily  comprehended  by 
the  public,  and  that  would  involve  no  very  complicated 
system  of  calculations  on  the  part  of  the  Bank.  Now,  it 
so  happens  that  this  difficulty  can  be  easily  surmounted 
as  will  appear  from  the  following  explanation.  The 
authorized  circulation  of  um-epresented  notes  has  already 
been  shown  to  consist  of  two  parts,  viz.  about  £1 1 ,000,000 
issued  upon  the  Government  debt,  and  £3,000,000  issued 
upon  other  public  securities.  Upon  the  £11,000,000  lent 
to  Government  the  Bank  receives  interest  at  the  rate  of 
3 per  cent,  j and  there  can  be  no  question  that  this  is  not 
so  great  a profit  as  the  Bank  could  obtain  from  those 
£11,000,000  if  employed  in  ordinary  banking  operations 
It  may  fairly  be  considered  therefore  that  the  Bank  is 
entitled  to  derive  a higher  share  of  profit  out  of  those 
£11,000,000  than  out  of  the  other  £3,000,000,  which  have 
not  been  lent  to  Government,  and  which,  as  pointed  out 
above,  the  Bank  should  be  set  at  liberty  to  wfithdraw  fr’om 
the  issue  department,  and  incorporate  amongst  the  working 
capital.  In  like  manner,  when  the  Bank  is  allow^ed  to 
increase  its  unrepresented  issues,  for  the  purpose  ol 
replacing  the  country  notes,  the  additional  notes  so  issued, 
as  well  as  the  £3,000,000  just  mentioned,  being  so  much 
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OYiY  and  above  the  £11, 000, 000  lent  to  Government,  and 
th(!  Bank  therefore  rendering  no  actual  service  to  the 
State  in  return  for  the  privilege  of  issuing  them,  it  would 
be  perfectly  legitimate  that  the  State  should  require  some- 
th] ng  like  an  equitable  participation  of  the  profits  deriva- 
ble from  their  issue.  During  the  next  ten  years,  under 
tht  operation  of  the  plan  proposed,  these  additional  notes 
would  increase  annually,  according  as  the  country  notes 
dir  linished,  viz.  as  follows  : — 


1856  £000,000 

1857  800,000 

1858  1,600,000 

1859  2,400,000 

1860  3,200,000 

1861  4,000,000 

1862  4,800,000 

1863  5,600,000 

1864  6,400,000 

1865  7,200,000 

1866  8,000,000 


so  ;hat  at  the  expiration  of  the  ten  ye-ars  the  country 
issues  would  be  entirely  replaced,  and  we  should  have 
an  authorized  issue  of  £11,000,000  upon  the  Government 
del  t,  to  be  issued  at  a moderate  charge,  and  a second 
£l  1,000,000,  either  issued  or  allowed  to  be  issued  at  an 
eqi  itable  charge.  These  £22,000,000  are  the  maximum 
amount  of  unrepresented  notes,  which  can  be  issued  in 
any  circumstances  under  the  operation  of  the  Act  of 
18u4  ; they  may  therefore  be  assumed  to  constitute  the 
present  normal  requirements  of  the  country,  and  any 
issr.e  of  unrepresented  notes  in  excess  of  these,  might 
very  fairly  be  charged  with  so  high  a rate  as  would  ren- 
der the  recourse  to  them  an  extremely  exceptional  case, 
to  1 )e  resorted  to  exclusively  in  periods  of  grave  necessity. 
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This  plan  therefore  would  provide  a gradation  of  three 
advancing  rates  of  charges  : a minimum  rate  upon  the 
£11,000,000  of  unrepresented  notes,  allowed  to  be  issued 
in  consideration  of  the  loan  to  Government ; a medium 
rate  on  the  amount  of  notes  required  for  completing  the 
total  normal  issues  of  £22,000,000  ; and  a maximum  rate 
on  whatever  notes  might  at  any  time  be  required  in 
excess  of  those  £22,00(\000. 

Now  to  this  plan  of  regulating  the  issues  of  the  Bank 
of  England  we  are  altogether  unable  to  foresee  any  valid 
objection,  practical  or  theoretical.  There  are  certainly 
very  conclusive  reasons  why  the  Bank  of  England  should 
be  allowed  to  issue  £11,000,000  of  unrepresented  notes 
on  the  £11,000,000  lent  to  Government  at  a lower  rate 
than  the  second  £11,000,000,  for  which  otherwise  the 
Bank  would  render  no  equivalent  ; and  there  are  no  less 
forcible  considerations  why  the  Bank  sliould  be  charged  a 
lower  rate  upon  the  second  £11,000,000  which  form  a 
part  of  the  normal  requirements  of  the  public,  than  upon 
the  notes  which  might  at  any  time  be  issued  in  excess  of 
the  total  £22,000,000.  Nor  can  there  be  any  difficulty 
in  the  practical  application  of  such  a principle.  For,  if 
an  account  be  kept  from  day  to  day,  or  from  week  to 
week,  of  the  total  number  of  notes,  both  represented 
and  unrepresented,  in  actual  circulation,  and  if  the  num- 
ber of  bullion  notes  in  circulation  be  deducted  from  this 
gross  amount,  the  remainder  will  be  the  total  amount  of 
unrepresented  notes  ; and  whatever  may  be  the  number 
of  these,  the  first  £11,000,000  will  be  charged  with  the 
minimum  rate,  the  second  £1 1,000,000  with  the  medium 
rate,  and  the  remainder,  if  any  such  there  be,  will  be 
subject  to  the  maximum  rate.  Thus,  supposing  the  gross 
circulation  to  consist  of  £30,000,000,  and  the  bullion 
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no1  es  to  comprise  £14,000,000  of  these,  the  rates  would 
be  imposed  as  follows  : 


Issued  on  bullion,  

,,  at  the  minimum  rate, 

,,  at  the  medium  rate. 


• • • • • • 


« • • • • • 


...  £14,000,000 
...  11,000,000 
5,000,000 


£30,000,000 


or,  supposing  the  gross  circulation  to  be  £40,000,000, 
the  bullion  notes  remaining  as  before,  there  would  be 


Issued  on  bullion,  

,,  at  the  minimum  rate, 

,,  at  the  medium  rate,... 

,,  at  the  maximum  rate. 


...  £14,000,000 
...  11,000,000 
...  11,000,000 
4,000,000 

£40,000,000 


bul  this,  as  we  shall  see  hereafter,  is  a case  that  would 
be  very  unlikely  to  occur  under  any  ordinary  circum- 
sta  ices. 

During  the  operation  of  the  ten  years'  arrangement 
wiih  the  country  banks,  the  system  would  necessarily 
un(  lergo  a slight  alteration  with  each  suc<3essive  year,  and 
wo  lid  not  therefore  be  altogether  so  simple  as  the  pre- 
ced  ing ; but  it  would  present  no  very  peculiar  complexity. 
Fo] , a reference  to  page  38  wall  show  the  number  of  notes 
wh  ch  the  Bank  would  be  allowed  to  issue  in  addition  to 
the  £3,000,000  at  the  medium  rate,  together  wdth  the  first 
£1  .,000,000  to  be  issued  at  the  minimum  rate  ; and  if 
the  Bank  should  at  any  time  exceed  the  total  of  these 
thrie  items,  whatever  notes  might  be  issued  in  excess 
woi  lid  be  liable  to  the  maximum  rate.  For  example,  in 

the  year  1860  the  number  of  notes  allowed  to  be  issued 

• 

at  the  medium  rate  would  be  £3,200,000,  added  to 
£3,  )00,000,  together  £6,200,000  ; if,  therefore,  the  gross 
circ  alation  in  that  year  should  at  any  given  time  amount 
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to  £33,000,000,  the  bullion  notes  being  £14,000,000, 
the  unrepresented  notes  would  be  charged  in  this  way  : 

Issued  on  bullion, £14,000,000 

,,  at  the  minimum  rate, 11,000,000 

,,  at  the  medium  rate, 6,200,000 

„ at  the  maximum  rate, 1,800,000 

£33,000,000 

and  if  we  include  the  country  issues,  so  as  to  present  a view 
of  the  total  circulation  of  the  country  in  such  a c as  e,  we 
shall  have 

Issued  on  bullion,  £14,000,000 

,,  at  the  minimum  rate,  £11,000,000 

,,  at  the  medium  rate,  ...  6,200,000 

,,  by  the  country  banks,  ...  4,800,000 

22,000,000 

,,  at  the  maximum  rate, 1 ,800,000 


£37,800,000 

and  in  like  manner  in  1861  the  number  of  notes  allowed 
to  be  issued  at  the  medium  rate,  would  be  £7,000,000  ; 
and  so  on  until,  in  1865,  the  medium  rate  wmuld  reach 
its  permanent  limit  of  £11,000,000.  And,  with  this 
explanation,  we  shall  hereafter  confine  ourselves  exclu- 
sively to  the  permanent  arrangement  that  would  come 
into  complete  operation  in  1866. 

W e are  far  from  deeming  it  our  function  to  determine 
on  the  exact  rates  which  ought  to  be  charged  in  these 
three  cases,  as  this  is  a question  of  arrangement  between 
the  Government  and  the  Directors  of  the  Bank  of  Ena-- 

o 

land ; nevertheless  as  without  some  estimate  of  this  sort 
it  would  be  difficult  if  not  impossible  to  enter  upon  any 
close  examination  of  the  probable  working  of  such  a 
system,  we  shall  now  proceed  to  consider  wffiat  rates 
would  appear  to  us  most  equitable.  And  first,  to  take 
the  minimum  rate  to  be  charged  on  tlie  £11,000,000  of 
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no1  es  issued  on  the  loan  to  Government.  On  these 
£1  L,t)00,000,  as  has  been  more  than  once  observed,  the 
Bank  receives  3 per  cent.  fi*om  Government  in  addition 
to  the  profit  which  it  derives  from  operating  on  the 
notes  issued  in  lieu  thereof.  Assuming  therefore,  as  a 
not  unreasonable  rule,  that  the  Bank  and  the  State 
shoald  share  this  extra  3 per  cent,  on  equal  tenns,  it 
woi  dd  follow  that  1 ^ per  cent,  to  each  would  be  a fair 
par -icipation  of  the  profits;  and  if  we  allow  the  Bank 
an  idditional  per  cent,  as  a sort  of  equivalent  for  the 
expsnse  and  trouble  required  in  the  management  of  the 
issues,  it  will  hardly  admit  of  dispute  that  the  remaining 
1 pi*r  cent,  will  form  an  extremely  moderate  governmen- 
tal charge  on  the  first  £11,000,000.  Tlie  same  princi- 
ple will  be  no  less  applicable  to  the  medium  rate  to  be 
cha  nged  on  the  second  £11,000,000.  Whatever  profit  the 
Bar  k would  derive  from  the  circulation  of  these  notes 


woildbe  entirely  owing  to  the  privilege!  of  issue  dele- 
gat(  d by  the  State  ; it  would  be  equitable  therefore  that 
the  Bank  should  share  the  whole  of  this  profit  in  equal 
proj  portions  with  the  Government.  Norv,  as  a general 
rule  it  would  only  be  when  increased  banking  accommo- 
dati  m would  be  required  by  the  public,  and  when  the 
rate  of  interest  would  be  proportionally  high,  that  the 
Bank  would  ever  be  likely  to  circulate  any  considerable 
projnrtion  of  these  second  £11,000,000;  so  that  the 
grot  3 profit  derived  from  their  issue  would  not  be  less 
thai . 4 to  6 per  cent.  On  the  principle  just  laid  down, 
theiefore,  2|  per  cent,  to  each  would  be  an  equal  partici- 
pati  )n  of  the  profits  ; and  if  we  again  allow  the  Bank  an 
additional  ^ per  cent,  to  cover  the  expense  of  manage- 
ment, the  remaining  2 per  cent,  will  certainly  appear  a 
very  moderate  governmental  charge.  There  still  remains 
the  naximum  rate,  and  that  should  be  determined  on 
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totally  different  principle.  The  £22,000,000  already 
provided  for  constituting  what  we  have  called  the  ex- 
treme normal  unrepresented  circulation  of  the  Bank,  the 
rates  imposed  upon  their  issue  should  be  such  as  would 
present  no  obstacle  to  the  free  expansion  of  the  circula- 
lation  to  this  extent,  in  conformity  with  the  wants  of 
trade.  But  any  issue  in  excess  of  these  £22,000,000 
should  be  a very  rare  occurrence,  to  be  justified  only 
under  urgent  pressure ; the  rate  to  be  imposed  therefore 
should  be  such  as  would  effectually  prevent  the  circula- 
tion from  ever  exceeding  its  normal  limits,  except  in 
cases  of  undoubted  necessity,  and  for  this  purpose  less 
than  4 per  cent,  could  not  be  considered  adequate.  Indeed 
the  Bank  rate  of  interest  so  frequently  rises  higher  than 
4 per  cent,  that  the  imposition  of  any  lower  rate  would 
present  little  barrier  to  the  issue  in  excess  of  £22,000,000. 
The  three  rates  therefore,  the  minimum,  the  medium,  and 
the  maximum,  might  very  reasonably  be  fixed  at  1,  2,  and 
4 per  cent,  respectively ; in  other  words,  the  Bank  should 
be  authorized  to  issue  the  first  £11,000,000  of  its  unrepre- 
sented notes  at  1 per  cent,  the  second £1 1,000,000  at  2 per 
cent,  and  any  notes  issued  in  excess  of  those  £22,000,000 
at  4 per  cent. 

There  is  one  explanation,  however,  that  must  be  made 
as  to  the  method  in  which  these  rates  should  be  imposed. 
We  have  said  that  the  respective  rates  should  be  le\fied  on 
the  amount  of  notes  that  might  be  actually  in  the  hands 
of  the  public.  To  this  plan  it  may,  perhaps,  be  objected, 
that  inasmuch  as  a very  considerable  portion  of  the  de- 
posits in  the  Bank  of  England  are  well  known  to  be  fus 
profitable  to  the  Bank,  and  to  operate  as  currency  just  tis 
much  as  if  they  continued  in  the  hands  of  the  public  ; and 
that,  as  under  our  proposed  system,  tlie  Bank  will  be 
enabled  to  re-loan  tlieir  whole  amount,  and  there!  >v  derive 
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a t’ro-fold  profit  upon  a large  proportion  of  the  notes  in 
actual  circulation — that,  therefore,  consistency  would  re- 
qui  -e  that  the  notes  in  deposit  should  be  considered  charge- 
abh  ^ just  the  same  as  if  they  had  never  been  deposited. 
Now,  it  must  be  conceded,  that  this  objection  is  not 
altc  gether  void  of  force ; but  there  is  an  overruling  con- 
side  ration  on  the  other  side  of  the  question.  For  it  must 
not  be  forgotten  that  the  Bank  of  England,  in  common 
I witi  other  banks,  is  necessarily  a bank  of  deposit,  and  has 

its  . egitimate  functions  as  such  ; a very  considerable  part 
i of  the  profit,  therefore,  derived  from  the  re-issue  of  the 

I noti!S  deposited,  is  exclusively  the  result  of  the  constitu- 

■ tior  al  exercise  of  its  functions,  and  lies  entirely  beyond 

the  sphere  of  Governmental  jurisdiction.  It  might  not, 
per]  laps,  be  impossible  to  devise  a test  for  distinguishing 
j between  these  profits  and  those  arising  more  directly  out 

of  t lie  privilege  of  issue ; but  such  a distinction  would  be 
^ far  .00  minute  to  serve  as  a basis  for  legislation  ; and  on 

I 

the  other  hand,  any  indiscriminate  charge  upon  the  de- 
posi  ts,  as  a whole,  would  not  only  be  extremely  vexatious, 
but  would  even  place  the  Bank  of  England  at  a serious 
^ disa  ivantage  as  compared  with  every  other  bank  of 

1 depi  )sit.  It  follows,  therefore,  that  while  the  rule  already 

; laid  down,  of  confining  the  operation  of  the  rates  to  the 

actr  al  amount  of  notes  in  the  hands  of  the  public,  may  not 
atta  in  to  absolute  theoretical  perfection,  yet  in  practice  it 
is  clearly  preferable  to  any  regulation  that  would  either 
discfiminate  between  two  classes  of  profits  derived  from 
the  deposits,  or  impose  the  rates  upon  their  total  amount. 

Ii  will  be  seen  from  this,  that  while  we  are  anxious  to 
mai:  itain  in  its  integrity  the  right  of  the  State  to  receive 
an  iquitable  proportion  of  the  profits  derived  from  the 
issu) ! of  unrepresented  notes,  we  have  no  desire  to  stretch 
this  right  so  as  to  liear  oppressively  upon  the  interests 
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of  the  Bank  of  England.  But  a closer  examination  wiU 
conclusively  show,  that  the  effect  of  our  proposed  arrange- 
ment, as  a whole,  would  be  to  leave  the  present  profits  of 
the  Bank  altogether  intact,  as  the  profits  arising  out  of  the 
additional  notes  which  the  Bank  would  be  authorized  to 
circulate,  would  amply  cover  the  governmental  charges  on 
the  total  circulation.  The  simplest  method  of  establishing 
this  point,  will  be  to  compare  the  actual  circulation  of  unre- 
presented notes  under  the  Act  of  1844  with  the  probable  cir- 
culation under  the  proposed  arrangement.  And  first,  to  take 
the  average  circulation  as  the  standard  of  comparison.  The 
present  average  circulation  has  been  shown  to  be  about 
£8,000,000,  and  the  profits  derived  firom  these,  at  4 per 
cent.,  would  be  £320,000  annually.  Now,  under  our  plan 
the  average  circulation  would  be  at  least  £15,000,000,  the 
gross  profit  upon  which,  at  4 per  cent.,  would  be  £600,000 
while  the  governmental  charges  would  be 

£11,000,000  at  1 per  cent £110,000 

4,000,000  at  2 per  cent 80,000 

£190,000 

or  a total  of  £190,000  which,  deducted  from  £600,000, 
would  leave  a nett  profit  of  £410,000,  or  considerably 
more  than  the  present  profit  on  the  £8,000,000.  A compa- 
rison of  the  maximum  circulation  of  unrepresented  notes, 
again,  will  fuUy  establish  the  same  conclusion.  The  present 
maximum  can  never  exceed  about  £12,000,000  without  im- 
perilling the  safety  of  the  Bank  ; and  these  £12,000,000,  if 
advanced  at  8 per  cent.,  to  which  the  rate  of  discount  under 
the  Act  of  1 844  has  sometimes  advanced, wmuld  return  a pro- 
fit at  the  rate  of  £960,000  per  annum.  Under  the  proposed 
arrangement,  on  the  other  hand,  the  maximum  would  not 
improbably,  in  a case  of  extreme  pressure,  be  £22,000,000, 
or  even  £24,000,000  ; and  the  gross  profit  on  £24,000,000, 
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II 


at  1 lie  same  rate,  viz.,  8 per  cent.,  would  be  at  the  rate 
of  920,000  per  annum.  On  these  the  governmental 
cha;  ‘ges  would  be 

£11,000,000  at  1 per  cent., 

11,000,000  at  2 per  cent., 

2,000,000  at  4 per  cent., 


...  £110,000. 
220,000. 
80,000. 


• • • 


£24,000,000  £410,000 

wh:  ch,  deducted  from  £1,920,000,  would  leave  £1,510,000 
as  compared  with  £960,000  under  the  present  system. 
This,  however,  is  an  exaggerated  estimate,  as  we  shall 
presently  show  that  the  rate  of  interest  would  not  be 
lik(  ly  to  exceed  from  6 to  7 per  cent.  Taking  6 per  cent., 
thei,  as  the  more  probable  rate,  the  gross  profit  on 
£2- 1, 000, 000,  advanced  at  6 per  cent.,  would  be  at  the 
rati  of  £1,440,000  per  annum;  from  which,  if  we  deduct 
the  governmental  charge  of  £410,000,  there  will  still 
remain  £1,030,000  as  compared  with  £960,000  under 
the  present  system.  While  one  effect  of  our  arrangement, 
the  refore,  would  be  to  augment  the  national  income  by 
fro  n £190,000  to  £410,000  per  annum  ; this  advantage 
evi  lently  would  not  be  purchased  by  aj  tpropriating  any 
po]  tion  of  the  present  profits  of  the  Bank  of  England. 

i Before  proceeding  any  further  with  our  inquiry,  it  will 
110'  V be  desirable  to  take  a rapid  survey  of  the  ground 
air  jady  traversed.  W e found  at  starting,  that  according 
to  one  of  the  best  established  doctrines  of  monetary 
scimce,  the  issue  of  paper-money  is  essentially  a function 
of  the  State,  and  should  be  exercised  exclusively  for  the 
pr(  (motion  of  public  interests.  To  the  immediate  estab- 
lis]  iment  of  a State  bank  of  issue,  however,  there  appeared 
to  be  one  cogent  practical  objection,  arising  out  of  a poli- 
tic d necessity  which  is  very  generally  recognised,  that  the 
Gc  v'ernment  of  the  day  should  have  no  direct  control  over 
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the  monetary  system.  In  lieu  of  a State  Bank,  therefore, 
we  were  obliged  to  go  in  search  of  the  best  possible  substi- 
tute ; and  guided  by  the  well-grounded  principle,  that 
there  should  only  be  a single  bank  of  issue,  we  arrived 
at  the  conclusion  that,  under  existing  circumstances,  the 
safest  and  most  consistent  course  would  be  to  entrust  the 
whole  circulation  of  England  and  Wales  to  the  Bank  of 
England,  on  condition  that  the  Bank  should  equitably 
share  its  profits  with  the  public  treasury.  The  general 
subject  of  the  extent  of  the  paper  circulation  next  passed 
under  review  ; and  while  it  did  not  seem  prudent  that  the 
unrepresented  issues  should  at  present  undergo  any  consi- 
derable increase  beyond  the  £22,000,()()0  which  are  now 
the  statutable  limit,  it  yet  appeared  very  necessary  that 
the  absolute  prohibition  of  any  issue  in  excess  of  that 
limit  should  be  removed,  and  that  the  Bank  of  Enfrland 
should  be  allowed  to  expand  its  unrepresented  issues  in 
conformity  with  the  wants  of  trade,  subject  only  to  certain 
regulations  required  for  their  due  adjustment.  On  the 
other  hand,  we  found  it  manifestly  desirable  that  the  Bank 
should  be  encouraged  freely  to  increase  its  issues  on  bul- 
lion, and  that,  in  order  to  accomplish  this,  it  should  at 
once  be  permitted  to  issue  at  least  from  £5,000,000 
to  £10,000,000  of  notes  under  five  pounds  sterling. 
Returning,  then,  to  the  countiy  banks  of  issue,  it  was 
shown  to  be  a matter  of  justice,  that  they  should  be 
granted  sufficient  time  for  the  gradual  withdrawal  of  their 
issues,  and  the  substitution  of  Bank  of  England  paper. 
We,  therefore,  proposed  that  they  should  contract  their 
authorized  circulation  by  one-tenth  annually,  for  the  next 
ten  years,  the  Bank  of  England  as  gradually  supplying 
the  vacancy  according  as  the  notes  should  be  withdrawn. 
We  then  proceeded  to  consider  the  mode  in  which  the 
Bank  of  England  should  be  required  to  share  its  profits 
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with  the  public,  and  found  upon  examination  that  the 
mos  t advantageous  plan  would  be  that  of  imposing  an 
anr  ual  rate  on  the  amount  of  unrepresented  notes  retained 
in  circulation,  or,  rather,  a series  of  rates  arranged  upon 
an  ascending  principle,  viz.  — a minimum  rate  on  the 
£1.  ,000,000  of  notes  issued  in  consideration  of  the  loan  to 
Go"  '^ernment ; a medium  rate  on  whatever  notes  mie^ht  be 
reqiired  to  increase  the  total  unrepresented  circulation  of 
the  country  to  £22,000,0o0  (the  amount  varying  from 
£3,000,000  at  present  to  £11,000,000  at  the  expiration  of 
the  ten  years'  arrangement  with  the  country  banks),  and  a 
ma  cimum  rate  on  whatever  notes  might  at  any  time  be 
issi  ed  in  excess  of  the  total  £22,000,000.  And,  on  further 
con  sideration,  it  appeared  that  1 , 2,  and  4 per  cent,  would 
form  a not  unreasonable  scale  for  the  three  respective 
cha  ro^es. 

In  embracing  so  extensive  a field  as  the  preceding,  in 
the  compass  of  a single  paper,  we  have  neicessarily  omitted 
an;5  • reference  to  several  important  branches  of  the  subject. 
Till ! expediency  of  the  separation  of  the  banking  fi’om  the 
issi  ing  department  in  the  Bank  of  England  has  been  some- 
times  canvassed,  but  the  best  authorities  are  agreed  in 
regirding  the  separation  simply  as  a matter  of  account. 
Sh(  -uld  the  alterations  we  have  suggested  be  adopted,  some 
cor  ’esponding  changes  would  be  required  in  the  weekly  re- 
tur  IS  of  the  assets  and  liabilities  of  the  Bank,  but  no  peculiar 
did  Lculty  would  arise  out  of  this  necessity.  Another  and  a 
mo  'e  important  feature  in  the  present  sj'stem,  has  some- 
tine  es  been  assailed,  but  as  appears  to  us  o n very  nugatory 
gro  unds.  W e refer  to  the  provisions  by  which  the  Bank 
is  required  to  purchase  all  the  gold  that  may  be  presented, 
at ; IS  1 7s.  9d.  per  ounce,  and  to  render  gold  for  all  the 
not?s  that  may  be  tendered  for  payment,  at  £3  l7s.  lO^d. 
p er  ounce.  As  one  of  these  provisions  is  absolutely  requi- 
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site  for  securing  the  convertibility  of  the  issues,  and  as 
the  other  is  equally  indispensible  for  preserving  an  ade- 
quate stock  of  bullion,  we  are  not  aware  of  any  valid 
reason  for  objecting  to  either.  We  may  also  remark  that 
it  is  now  the  opinion  of  some  of  the  most  influential 
bankers,  and  of  Mr.  Gurney  amongst  the  rest,  that  the 
proportion  of  silver  on  which  the  Bank  may  issue  bullion 
notes  as  compared  with  gold,  might  judiciously  be  increased 
to  one-third.  So  far  as  we  know,  this  appears  a very 
judicious  proposition ; at  the  same  time  we  think  that  the 
permission  to  issue  small  notes,  if  conceded,  would  in 
great  measure  remove  the  necessity  for  its  adoption. 

There  now  remains  for  consideration  the  probable 
effect  of  the  measures  we  have  proposed,  in  meeting  and 
providing  for  those  great  commercial  crises,  which  have 
hitherto  invariably  produced  severe  disasters,  and  the 
periodical  recurrence  of  which,  under  the  existing  system, 
can  be  predicted  with  almost  scientific  certainty.  We 
have  indeed  already  in  part  anticipated  this  inquiry,  but 
its  pre-eminent  importance  to  the  pecuniary  interests  of 
the  whole  trading  community,  demands  an  ampler  treat- 
ment at  our  hands.  And  if  it  should  be  found  that  the 
system  we  propose  would  not  be  calculated  to  alleviate  the 
evils  produced  by  such  calamities,  or  if  at  least  it  cannot 
be  shown  that  it  would  prevent  their  unnecessary  aggTa- 
vation,  we  shall  be  perfectly  willing  to  abandon  it  as 
unworthy  of  adoption.  For  we  fully  unite  with  those 
who  maintain  that  the  merits  of  a system  of  currency  are 
not  to  be  tested  by  its  operation  during  the  ordinary 
course  of  trade,  but  by  its  adaptibihty  to  those  periods  of 
convulsion  when  the  machinery  of  commerce  is  subjected 
to  the  severest  dislocations. 

Now  we  think  it  will  be  generally  admitted,  that  nearly 
every  monetary  crisis  arises  either  out  of  some  deficiency 
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or  3XC6SS  in  the  circulating  medium,  or  (‘Ise  out  of  some 
cir(  umstance  that  is  intimately  connected  with  such  defi- 
cie:  icy  or  excess.  And  if  this  be  admitted,  it  will  clearly 
foil  ow  that  the  principal  object  that  ought  to  be  kept  in 
vie^  in  the  regulation  of  a system  of  currency,  is  the 
prevention  of  any  undue  increase  or  diminution  in  the 
amount  of  the  circulating  medium,  and  the  immediate 
res:oration  of  a state  of  equilibrum,  whenever  the  balance 
ma^have  been,  through  whatever  cause,  disturbed.  Un- 
for  ;unately,  however,  it  is  the  peculiarity  of  the  present 
system,  that  whenever  the  money  market  is  tending 
eit  ler  to  an  excess  or  a deficiency,  the  inevitable  efi'ect  of 
tli€  Act  of  1 844  is  to  aggravate  and  not  to  neutralize  the 
ter  dency.  It  may  at  first  sight  appear  extraordinary,  if 
noi  incredible,  that  the  same  system  should  at  difierent 
peiiods  produce  results  apparently  so  (Opposed  to  each 
otl  er ; but  a little  consideration  will  show  that  this  is 
un  loubtedly  the  fact.  And  we  shall  first  take  the  case  in 
wiich  the  tendency  is  towards  an  excess  of  circulating 
me  lium. 

-t  is  a well  understood  circumstance,  that  whenever 
an;  r unusual  stimulus  is  imparted  to  the  work  of  produc- 
tio  1,  and  the  export  trade  proceeds  with  more  than  ordi- 
nal y activity,  the  necessary  consequence  is,  that  the  exports 
ex<  :eed  the  imports,  and  that  gold  fiows  into  the  country 
from  those  nations  which  have  purchased  more  largely  of 
ou  ‘ commodities,  than  they  have  paid  for  in  their  own. 
N(w,  whether  this  gold  is  converted  into  coin,  and  is 
dii  ectly  expended  in  the  purchase  of  commodities  or  the 
pa  ,'ment  of  wages,  or  whether  it  is  taken  to  the  Bank  of 
Er  gland  and  exchanged  for  paper,  in  eitlier  case  it  imme- 
dib  tely  increases  the  amount  of  circulating  medium  in  the 
pot  session  of  the  public ; in  the  one  cast;  in  the  form  of 
m€tal,  in  the  other  in  the  form  of  bullion  notes.  And 
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just  in  proportion  as  money  becomes  abundant,  prices  / 
rise,  and  the  rate  of  discount  falls  in  a corresponding  ratio. 
This  in  itself,  although  in  some  degree  inevitable,  is 
nevertheless  a serious  evil.  But  unfortunately,  the  ten- 
dency of  the  present  currency  system,  instead  of  alleviat- 
ing, is  to  aggravate  it.  For,  as  money  becomes  abundant 
with  the  commercial  public,  it  simultaneously  increases 
with  those  who  usually  deposit  in  the  Bank  of  England, 
and  they  immediately  enlarge  the  amount  of  their  depo- 
sits. Now  every  addition  to  the  deposits,  is  really  an  1 
addition  to  the  unemployed  reserve  of  unrepresented  1 
notes  in  the  Bank  ; in  proportion,  therefore,  as  money  \ 
becomes  abundant  with  the  public,  the  Bank  reserve  I 
increases  ; so  that  it  very  speedily  exceeds  the  amount 
which  the  ordinary  rules  of  sound  banking  would  hold  to 
be  necessary  for  discharging  the  functions  of  a reserve.  In 
such  circumstances  it  becomes  the  immediate  interest  of 
the  Bank  to  force  the  superabundant  notes  of  the  reserve 
again  into  circulation  ; and  this  it  can  only  do  by  entering 
keenly  into  the  competition  of  the  loan  and  discount  mar- 
ket, and  by  proffering  advances  on  more  advantageous 
terms  than  those  allowed  by  other  banks  and  capitalists. 
And  as  the  superabundance  of  money  must  have  already 
produced  a considerable  decline  in  the  rate  of  interest,  and 
a corresponding  rise  in  the  scale  of  general  prices,  and 
must  have  thereby  given  an  impetus  to  the  spirit  of 
undue  speculation,  so  this  disastrous  competition  of  the 
Bank  of  England  for  an  extended  share  of  business,  must 
not  only  induce  a still  further  depreciation  in  the  one 
case  and  enhancement  in  the  other,  but  must  inevitably 
impart  a very  powerful  incentive  to  the  rapid  progress  of 
speculation. 

We  are  not  now  dealing  with  mere  surmises,  but  with 
well  ascertained  facts  which  every  intelligent  reader  may 
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VI  irify  from  his  own  experience.  That  the  liberty  to  issue 
£14,000,000  of  unrepresented  notes  free  of  charge,  does 
actually  induce  the  Bank  of  England,  when  money  is 
abundant,  to  make  advances  at  an  injuriously  low  rate  of 
d scount  is  a matter  of  common  observation.  For  a gla- 
ring illustration  of  this  we  need  only  refer  to  the  year 
1 ii44,  when,  a few  months  after  the  passing  of  the  Act,  so 
a 'dent  was  the  competition  of  the  Bank  Directors  for  an 
ii  icreased  share  of  discounts,  that  they  c;ven  forced  accom- 
n odation  on  the  public  at  If  and  2 per  cent.  And  that 
t le  effect  of  this  course  was  extremely  mischievous  is  now 
a matter  of  universal  agreement.  W e have  indeed  the 
t'  ;stimony  of  the  Committee  of  the  H ouse  of  Lords  on 
Commercial  Distress — a testimony  fully  sustained  by  the 
Y'itnesses  examined  before  the  Committees  of  both  Houses 
— to  the  fact  that  the  operation  of  this  low  rate  of  discount, 
i 1 imparting  an  active  stimulus  to  spc;culations  of  every 
lind,  was  to  contribute  in  no  small  degree  to  the  severity 
cf  the  crisis  in  1846-7.  The  mode  in  which  it  produces 
sach  a result  is  readily  intelligible.  It  does  so  in  two 
ways.  In  the  first  place,  the  rise  of  prices  at  home,  unless 
i D should  happen  by  an  extraordinary  coincidence  to  be 
t ccompanied  by  a corresponding  rise  of  prices  in  all  the 
iDreign  countries  with  which  we  trade,  must  necessarily 
1 Lave  the  two-fold  effect  of  putting  a check  to  the  export 
of  our  own  commodities  to  the  foreign  markets,  and 
I if  encouraging  an  increased  importation  from  those 
ibreio’n  markets  to  our  own.  And  in  the  second 
■dace,  the  decline  in  the  rate  of  interest  produces  a 
■ )roportionate  rise  in  the  price  of  public  securities  , and 
• liis  rise  in  the  price  of  securities,  unless  accompanied  by  a 
! Imultaneous  enhancement  in  the  price  of  foreign  securities, 
las  the  two-fold  effect  of  preventing  foreign  capitalists 
rom  purchasing  our  securities  and  of  inducing  our  own 
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capitalists  to  sell  out  their  securities  at  home  and  pur- 
cliase  in  the  foreign  market.  Now,  the  effect  of  both  of 
these  operations  — the  one  on  the  relation  between  our 
imports  and  exports,  and  the  other  between  domestic  and 
foreign  securities  is  to  necessitate  tlie  transmission  of  the 
unfavourable  balance  in  treasure  to  those  foreign  countries 
from  which  we  have  obtained  the  increased  securities  and 
imports.  The  ultimate  result  therefore  of  the  low  rate  of 
interest  is  in  both  respects  an  exportation  of  gold,  and 
this  exportation  of  gold  is  so  serious  an  evil  that  it  be- 
comes an  essential  object,  in  currency  legislation,  to  adopt 
every  possible  precaution  against  any  occurrence  that 
might  unnecessarily  induce  or  aggravate  it. 

Now  in  this  most  important  particular  the  superiority 
of  our  proposed  measures  over  the  present  system  must  be 
at  once  apparent.  It  is  unquestionable  that  the  Bank  of 
England  could  never  have  been  induced  to  force  its  notes 
upon  the  money  market,  at  so  low  a rate  of  interest  as  1 f 
and  2 per  cent,  if  it  had  not  been  allowed  the  privilege  of 
issuing,  for  the  purpose  of  loans,  at  no  expense  to  itself 
If  a certain  rate  of  interest  had  been  charged  upon  the 
issue  of  all  its  unrepresented  notes,  that  rate  would  have 
sufficed  to  prevent  its  loaning  or  discounting  on  such 
terms.  And,  supposing  If  per  cent,  to  be  the  lowest  rate 
at  which  the  Directors  might  consider  it  profitable  to 
advance  money  to  the  public,  when  the  notes  were  per- 
fectly free  of  charge,  it  is  only  a legitimate  conclusion,  that 
if  a certain  rate  should  be  imposed  on  the  issue  of  the 
notes,  they  would  then  be  restrained  from  making  advances 
on  lower  terms  than  the  sum  of  that  rate,  added  to  the  1 f 
per  cent,  supposed  to  be  the  present  minimum.  Now,  the 
rate  we  have  proposed  to  be  levied  on  the  first  £11,000,000 
of  the  unrepresented  issues,  being  1 per  cent.,  there  is  no 
probability,  according  to  this  principle,  tliat  they  would 


E 


54 


THE  PAPER  CURRENCY  OF 


{^1 


f :| 

'I 


ev3r  make  loans  on  securities  at  a lower  rate  than  2f,  or 
dii  count  lower  than  3 per  cent.  In  pra<;tise,  indeed,  it  is 
no  b likely  that  they  would  ever  descend  so  low  as  this, 
as  it  is  highly  improbable  that  the  unrepresented  issues 
would  not  at  all  times  exceed  £11,000,000,  and,  in  that 
case,  the  imposition  of  the  2 per  cent,  upon  the  notes 
in  excess  of  the  first  £11,000,000,  would  inevitably  keep 
tb  3 rates  of  interest  and  discount  about  I per  cent,  higher 
thin  if  the  issues  were  ever  to  consist  entirely  of 
nctes  that  would  be  subject  to  no  higher  charge  than 
1 per  cent.  On  our  plan,  therefore,  there  appears  no 
probability  that  the  Bank  rate  of  discount  would  ever 
fa  1,  for  any  considerable  period,  below  3|  to  d per  cent. 
A id,  if  this  be  correct,  then  whatever  evils  are  admitted 
to  arise  from  the  encouragement  of  undue  speculation, 
ai  d the  ultimate  aggravation  of  a drain  of  the  precious 
m stals,  through  the  low  rate  of  discount  at  times  adopted 
by  the  Bank  of  England,  it  must  be  conceded  that  our 
sc  beine  of  currency  possesses  this  one  ailvantage  in  addi- 
ti  Dll  to  those  already  described,  that  it  would,  in  very  great 
measure,  provide  an  adequate  safeguard  against  such 
a<  'o:ravation. 

c »0 

So  far  with  respect  to  the  operation  of  the  present 
system  in  augmenting  the  evils  arising  out  of  an  excess 
oi’  circulating  medium,  together  with  our  provision  for 
p ’eventing  that  augmentation.  We  have  still  to  justify 
o ir  assertion  that  the  present  system  also  aggravates  the 
e dls  arising  out  of  a deficiency  of  circulating  medium, 
a id  that  our  proposed  system  provides  a remedy  for  this 
a!  well  as  the  former  evil.  And  here  the  subject  will 
d 3mand  a greater  degree  of  amplification.  F or  a defi- 
ciency  of  circulating  medium  may  arise  out  of  several 
d .fierent  causes,  each  of  which  will  require  a special  con- 
si  deration.  To  treat  of  them  generally,  in  the  first  place, 
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they  may  be  disposed  of  under  two  cases,  the  one  proceed- 
ing from  an  actual  drain  of  the  precious  metals,  the  other 
arising  out  of  the  hoarding  of  currency  by  merchants  and 
bankers,  through  the  dread  of  monetary  pressure.  In 
point  of  fact,  these  two  cases  are  not  always  kept  distinct ; 
indeed  the  former  is  not  unfrequently  accompanied  by 
the  latter.  But  it  will  be  more  convenient  to  treat  of 
them  separately,  and  to  dispose  of  the  latter  before  pro- 
ceeding with  the  former. 

The  principal  instance  of  a domestic  drain,  that  is  of  a 
scarcity  of  money  produced  by  domestic  hoarding,  which 
has  occurred  in  recent  years,  was  that  which  took  place  in 
October,  1817-  In  this  case,  as  is  well  known,  there  was 
no  actual  deficiency  of  currency  in  the  country  at  the  mo- 
ment of  pressure.  There  was  no  unfavourable  exchange ; 
on  the  contrary,  gold  was  steadily  returning  after  the 
drain  of  the  previous  twelve  months.  The  apparent 
deficiency,  therefore,  as  compared  with  the  pressure  of 
the  preceding  April,  originated  solely  in  the  accumula- 
tion of  currency  by  the  merchants  and  bankers.  And 
this  accumulation  is  admitted  to  have  been  caused  exclu- 
sively by  the  knowledge  that  the  Bank  of  England  was 
rapidly  drawing  towards  the  end  of  its  resources,  under  the 
law  that  limits  the  imrepresented  issues  to  £14,000,000  ; 
and  the  truth  of  this  is  clearly  demonstrated  by  the  fact, 
that  the  temporary  suspension  of  the  Act  of  1844,  at  once 
removed  the  panic  without  requiring  the  issue  of  a single 
note  beyond  the  statutable  limitation.  Now,  we  contend 
that  our  provision  for  allowing  the  Bank  of  England  to 
issue  unrepresented  notes,  beyond  the  £22,000,000  at 
present  allowed  to  be  issued  by  the  whole  united  banks 
of  England  and  Wales,  subject  to  the  charge  of  4 per  cent, 
would  entirely  preclude  the  possible  recurrence  of  any 
similar  panic.  For  it  was  not  the  rate  of  interest  at 
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which  the  Bank  had  been  discounting  in  the  previous 
inoi  iths  that  produced  the  alarm,  but  solely  the  knowledge 
tha  / the  reserve  of  unrepresented  notes  was  nearly 
exh  lusted,  and  that  the  provisions  of  tlni  Act  prohibited 
the  extension  of  that  reserve,  no  matter  what  rate  of 
interest  might  be  offered  by  the  public  for  increased 
acc(  mmodation.  The  certainty,  therefore,  that  whenever 
the  rate  of  interest  should  materially  exceed  4 per  cent, 
the  Bank  would  be  placed  in  a position  to  afford  any 
further  accommodation  that  might  be  required  by  the 
public,  would  effectually  prevent  the  recurrence  of  any 
app  -ehension  as  to  the  possible  exhaustion  of  the  Bank's 
ava  lable  resources. 

\'."e  will  now  proceed  to  the  case  in  which  the  defici- 
ency of  currency  is  produced  by  an  actual  drain  of  the 
pre<  ious  metals.  Such  a drain  may  obviously  arise  from 
a vj  i,riety  of  causes  too  numerous  to  specify.  But  there 
are  three  cases  which  are  not  only  in  themselves  the  most 
imf  ortant,  but  which  also  serve  as  fair  nipresentatives  of 
the  remainder.  These  three  are,  first,  a drain  arising  out 
of  g eneral  high  prices  at  home,  originally  produced  by  an 
exo  iss  of  currency  and  great  overtrading ; secondly,  the 
exp  3rtation  of  gold  to  pay  for  some  staple  article  of  food 
or  1 lanufacture,  caused  by  the  deficient  supply  of  such 
arti  3le  at  home  ; and  thirdly,  the  maintenance  of  a large 
mil  tary  expenditure  abroad  during  time  of  war.  The 
firs',  of  these  was  the  main  cause  of  the  crisis  of  1825 ; the 
sec(  nd  was  the  chief,  but  not  the  exclusive,  agent  in  pro- 
ducing the  pressure  of  April,  1847;  the  third  is  now  in 
ope  :*ation,  and  should  the  war  prove  of  long  continuance, 
ma^ ' possibly  subject  the  present  system  to  as  severe  a test 
as  ttiat  of  October,  1847,  provided  the  Act  should  not  in 
the  mean  time  undergo  amendment. 

1 0 take  the  case  of  a drain  produced  1 ly  over  specula- 
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tion  first.  We  have  already  seen  that  one  operation  of 
the  present  currency  system  is,  either  directly  to  pro- 
duce a drain  whenever  money  is  redundant,  or  else 
materially  to  aggravate  it  if  produced  by  other  agencies. 
We  have  now  to  consider  the  effect  of  another  part  of 
the  same  system,  which  comes  into  operation  when  the 
drain  has  taken  place,  and  money  is  deficient.  It  is  a 
generally  admitted  principle,  that  in  such  a Ciise  as  this, 
in  which  the  drain  has  been  occasioned  by  a low  rate  of 
interest  and  high  prices,  there  is  nothing  but  a rise  in 
the  rate  of  interest,  and  a fall  in  price.s,  that  can  remedy 
the  evil  and  recover  the  exported  treasure.  But  it  by  no 
means  foUows  that  prices  must  necessarily  fall  as  much 
below,  as  they  had  previously  risen  above  their  average, 
or  that  the  rate  of  interest  must  rise  as  much  above,  as  it 
had  previously  fallen  below  its  average  ; as,  in  this  case, 
the  evil  produced  would  be  fully  equal  to  that  which  it 
was  designed  to  cure.  For  it  must  be  remembered  that 
the  exported  treasure  will,  in  its  turn,  produce  an  excess 
of  currency  in  the  countries  which  receive  it  ; and  that 
that  excess  will  necessarily  lead  to  a rise  in  prices  and  a 
fall  in  the  rate  of  interest,  precisely  commensurate  with 
the  amount  received.  It  will  not  be  necessary,  therefore, 
that  prices  should  fall-  much  below  the  average  at  home, 
in  order  to  stimulate  an  increased  export  of  commodities 
to  those  countries  in  which  prices  liave  risen  ; nor  that  the 
rate  of  interest  should  much  exceed  the  average,  in  order 
to  encourage  the  purchase  of  our  securities  on  account 
of  the  same  countries  ; both  of  which  operations  will 
have  the  effect  of  recovering  the  treasure.  But  secondly, 
there  is  no  necessity  for  our  regaining  the  gold  as 
rapidly  as  we  have  previously  parted  with  it ; as  the 
less  violent  is  the  reaction,  the  less  severe  are  the  con- 
comitant evils.  And  thirdly,  if  indeed  it  should  not 
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ha\e  taken  the  first  place,  it  has  been  repeatedly  proved 
to  c .emonstration,  that  a rapid  fall  in  prices,  instead  of 
stiriulating  exportation,  has  the  inevitable  effect  of 
par  dyzing  industry,  and  thereby  retarding  the  produc- 
tioi  of  those  very  commodities  of  which  a more  than 
ord-uary  quantity  is  required.  Now,  in  each  of  these 
resjiects,  the  effect  of  the  present  system  is  to  aggravate 
the  severity  of  the  reaction  in  every  case  in  which  the 
rest  rve  of  unrepresented  notes  in  the  Bank  of  England, 
is  Eot  at  the  very  highest  point  when  the  drain  begins  to 
operate.  For,  supposing  the  gold  exported  considerably 
to  ( ;xceed  the  amount  of  this  reserve,  whi  ch  is  invariably 
the  case  in  every  extensive  drain  which  commences  while 
the  reserve  is  either  at  or  below  its  ordinary  average,  the 
am(»unt  of  circulating  medium  in  the  hands  of  the  pub- 
lic must  contract,  at  least  by  the  difference  between  the 
am(  <unt  of  the  available  reserve  and  that  of  the  exported 
treasure.  Now  this  contraction  in  itself  would  alone 
sufl.ce  to  cause  a serious  fall  in  general  prices,  and  could 
har  lly  fail  to  put  a sensible  check  upoii  the  operations 
of  } troductive  industry.  But  long  before  the  contraction 
woi.ld  have  reached  its  climax,  and  indeed  before  the 
ava  table  reserve  of  the  Bank  would  have  been  exhausted, 
the  Bank  would  be  compelled,  in  self  defence,  to  raise  the 
ratt  of  discount  so  high  as  completely  to  arrest  the  demand 
for  increased  accommodation  consequent  on  the  drain. 
Inpddition,  therefore,  to  the  contraction  iu  the  amount  of 
circ  iilating  medium  operating  directly  upon  prices,  we  have 
a rapid  and  excessive  rise  in  the  rate  of  interest,  proceed- 
ing step  by  step  with  that  contraction,  till,  ultimately,  as 
the  Bank  reserve  approaches  to  the  verge  of  exhaustion,  a 
stat  3 of  general  discredit  arises  ; the  hoarding  of  currency 
at  0 lice  ensues,  a still  more  ruinous  decline  in  prices  is  the 
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consequence,  and  nothing  but  the  suspension  of  the  Act 
can  avert  the  spread  of  universal  panic. 

But,  secondly,  a drain  may  be  produced  by  the  failure  of 
some  staple  article  of  food  or  manufacture,  and  the  conse- 
quent importation  of  an  adequate  substitute.  The  most 
calamitous  case  of  this  kind  which  has  occurred  in  recent 
times,  was  the  general  failure  of  the  potato  crop  in 
1 84?6,  which  necessitated  the  transmission  of  more  than 
£8,000,000  of  treasure  in  payment  for  bread-stuffs, 
chiefly  to  America.  In  this  and  similar  cases  the  eftlux 
of  gold  is  not  produced  by  any  excess  of  circulating 
medium,  with  its  attendant  rise  in  prices  and  fall  in  the 
rate  of  interest ; the  recovery  of  the  gold,  therefore, 
should  be  effected  with  the  smallest  possible  diminution 
of  currency,  reduction  of  prices,  or  enhancement  of  the 
rate  of  interest,  and  any  unnecessary  aggravation  of  either 
of  these  is  a perfectly  gratuitous  evil.  Yet  here,  as  in 
the  previous  case,  the  provisions  of  the  Act  of  1844?  re- 
quire that  the  circulating  medium  should  contract,  at 
least  by  the  difference  between  the  amount  of  the  availa- 
ble reserve  and  that  of  the  exported  gold.  For  example, 
should  the  drain  commence  when  the  available  reserve 
should  amount  to  only  £4,000,000,  which  is  about  the 
average,  and  should  it  extend  to  six,  eight,  or  even  ten 
millions,  the  amount  of  the  circulating  medium  must 
inevitably  contract,  at  the  very  least  by  two,  four,  or 
six  millions.  And  yet,  there  can  be  little  doubt  that 
in  such  a case  as  this,  a contraction  of  one  or  two  mil- 
lions would  be  amply  sufficient  for  the  recovery  of  the 
treasure. 

But  the  remaining  case  is  still  more  glaring  in  its  cha- 
racter. For,  should  the  war  be  protracted  for  several  years 
in  succession,  it  will  necessitate,  not  merely  a single  drain 
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of  gold  to  the  extent  of  some  £8,000,000  or  £10,000,000, 
but  a continued  series  of  annual  drains,  e\ery  one  of  which 
nn  y extend  to  that  amount.  In  this  case,  therefore,  un- 
de:’ the  Act  of  1844,  the  currency  will  be  subjected  either 
to  one  continuous  strain  throughout  the  whole  duration 
of  the  war,  or  else  to  a succession  of  violent  oscillations 
from  deficiency  to  excess,  and  from  excess  to  deficiency, 
according  as  the  bullion  imported  exceeds  that  exported, 
as  would  probably  be  the  case  during  the  winter  months ; 
an<  I as  the  bullion  exported  may  exceed  that  imported, 
as  vould  probably  be  the  case  during  the  summer  months. 
Sh  )uld  the  amount  of  bullion  received  during  the  winter 
be  equal  to  the  amount  exported  during  the  previous 
sur  liner,  we  should  then  have  an  excess  of  currency  with 
high  prices,  and  a low  rate  of  interest  in  every  spring, 
followed  by  a deficiency  of  currency  with  low  prices,  and 
ex(  essively  high  interest  in  every  autumn,  except  so  far 
as  ;his  rule  might  be  interfered  with  in  the  case  of  those 
cor  imo  dities,  the  supply  of  which  would  be  diminished 
thr  lugli  the  rupture  of  our  commercial  relations  with  the 
hostile  country.  But  should  the  infiux  of  gold  during 
the  winter,  fall  short  of  the  previous  efflux,  the  effect 
would  be,  that  the  currency  would  be  subjected  to  a per- 
manent deficiency  ; and  we  should  only  have  to  look  for- 
wai  d to  low  prices  and  enormous  interest  throughout  the 
whole  continuance  of  the  war,  with  the  not  improbable 
con  Dingency  of  the  spread  of  general  panic  at  every  period 
of  1 inusual  pressure.  And  to  this  it  must  be  added,  that 
sho  lid  any  serious  deficiency  in  some  staple  article  of  do- 
mes tic  consumption  occur  in  the  meantime,  requiring  the 
importation  of  an  adequate  substitute  fi’om  abroad,  the 
add  itional  effiiix  of  treasure  which  this  would  necessitate, 
might  not  only  lead  to  a suspension  of  cash  payments  by 
the  Bank  of  England,  but  be  the  means  of  throwing  the 
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whole  commercial  affairs  of  the  nation  into  extreme,  if  not 
irreparable,  disorder. 

It  is  now  admitted  by  the  best  authorities,  both 
practical  and  theoretical,  that  what  is  really  wanted  in 
such  cases  as  those  just  described,  is  the  adoption  of  some 
system  that  would  recover  the  exported  treasure,  with 
the  smallest  possible  interference  with  the  amount  of 
circulating  medium,  and  the  general  prices  of  commodities. 
It  is  likewise  admitted  that  a rise  in  the  rate  of  interest, 
accompanied  by  a very  moderate  contraction  of  the  cur- 
rency, would  be  quite  sufficient  to  recover  the  exported 
treasure,  without  inflicting  any  serious  injury  on  the 
commercial  public.  For  example,  Mr.  J.  S.  Mill,  who 
is  perhaps  the  most  eminent  of  living  economists,  in  the 
chapter  on  the  Regulation  of  the  Currency,  thus  expresses 
himself : “In  the  first  place,  the  gold  might  be  brought 
back,  not  by  a fall  of  prices,  but  by  the  much  more  rapid 
and  convenient  medium  of  a rise  of  the  rate  of  interest, 
involving  no  fall  of  any  prices  except  the  prices  of  secu- 
rities. Either  English  securities  would  be  bought  on 
account  of  foreigners,  or  foreign  securities  held  in  England, 
would  be  sent  abroad  for  sale,  both  which  operations  took 
place  largely  during  the  mercantile  difficulties  of  1847, 
and  not  only  checked  the  efflux  of  gold,  but  turned  the 
tide  and  brought  the  metal  back.''  And  in  confirmation 
of  this  statement,  we  have  the  evidence  of  Mr.  Morris, 
late  Governor  of  the  Bank,  before  the  Committee  of  the 
House  of  Commons  on  Commercial  Distress,  to  the  fact, 
that  a rise  in  the  rate  of  discount  to  6 per  cent,  sufficed 
to  recover  the  gold  from  Russia  and  other  continental 
countries — “ Parties  were  importing  gold  during  the  time 
that  we  were  discounting  at  6 and  7 per  cent.,  but  lat- 
terly, when  gold  became  scarce,  they  exerted  themselves 
still  more  to  bring  it."  But  the  testimony  of  Mr.  J. 
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Horsley  Palmer,  who  has  passed  the  Bank  Chair,  is  still 
m(Te  decisive.  He  was  asked,  “ May  not  a favourable  ex- 
ch  inge  be  maintained  by  the  rate  of  interest  being  higher 
in  this  country  than  on  the  Continent?”  His  answer  is 
en  phatic : “ It  is  the  only  mode,  in  my  judgment,  for 
coiTecting  the  foreign  exchanges.” 

Now  this  is  the  precise  mode  in  which  our  proposed 
sy  >tem  would  operate  in  the  case  of  every  drain  of  bullion. 
T1  e immediate  effect  of  any  drain,  from  whatever  cause 
pr  )duced,  would  be,  not  a contraction  of  the  circulating 
mi  ;dium,  but  a gradual  rise  in  the  rate  of  interest.  If  the 
driin  were  not  very  great,  this  rise  in  the  rate  of  interest 
wi  >uld  be  sufficient  to  turn  the  exchanges  in  the  manner 
described  by  Mr.  J.  S.  Mill.  If  the  drain  were  more 
se  /ere,  the  rate  of  interest  would  rise  still  higher,  till  it 
wi  )uld  ultimately  affect  the  public  demand  for  loans  and 
discounts,  at  which  point  it  would  begin  to  produce  a 
very  gradual  contraction  of  the  circulation.  With  this 
coQtraction  would  proceed  a slight  reduction  in  prices 
sufficient  to  stimulate  an  increased  ex])ortation,  but  not 
to  paralyze  domestic  industry ; and  the  united  operation 
of  the  rise  in  the  rate  of  interest  and  th(i  moderate  fall  in 
prices,  would  recover  the  exported  treasure,  without 
involving  any  serious  convulsion  in  thii  commercial  sys- 
te  n. 

As  this  is  a matter  of  more  than  ordinary  importance, 
it  will  be  best  to  enter  somewhat  more  minutely  into  the 
mode  of  operation.  We  have  already  observed  that  the 
pi  esent  average  amount  of  bullion  held  by  the  Bank  of 
Eagland  is  about  £14,000,000.  Should  the  Bank,  as  we 
p]  opose,  be  allowed  to  issue  some  £10,000,000  of  small 
n<  »tes,  the  average  amount  of  bullion  v'ould  probably  be 
tl  ereby  increased  to  about  £24,000,000.  We  have  also 
si  own  that  the  present  average  issue  of  unrepresented 
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notes  by  the  Bank  is  about  £8,000,000,  and  that  if  it 
were  allowed  to  replace  the  country  issues,  the  average 
would  probably  be  thereby  increased  to  £15,000,000. 
We  shall  now  suppose  that  a drain  of  bullion  commences 
when  the  amount  both  of  the  bullion  and  the  unre- 
presented issues  is  at  this  estimated  average.  In  such  a 
case  the  total  issues  of  the  Bank  of  England  would  be 
thus  composed  i 

Issued  on  bullion  £24,000,000 

,,  at  1 percent 11,000,000 

,,  at  2 per  cent 4,000,000 

£39,000,000 

the  Bank  having  still  a reserve  of  £7,000,000  of  unrepre- 
sented notes,  which  it  might  issue  at  2 per  cent,  before 
the  issues  at  4 per  cent,  would  be  called  into  requisition. 
We  shall  also  assume  that  the  rate  of  interest  is  at  its 
ordinary  average  of  about  4 per  cent.  In  these  circum- 
stances, then,  we  shall  suppose  that  a drain  originates 
from  any  of  the  preceding  causes  to  the  extent  of  say 
£4,000,000  the  effect  will  be  as  follows  : — According  as 
each  million  of  bullion  is  withdrawn  from  the  Bank,  for 
exportation,  the  amount  of  bullion  notes,  and  therefore  of 
circulating  medium  in  the  possession  of  the  public,  will 
suffer  a corresponding  diminution : an  increased  demand 
for  banking  accommodation  will  therefore  arise ; but  as 
this  can  only  be  accorded  by  the  Bank  of  England,  through 
a further  extension  of  the  issues  at  2 per  cent.,  and  as 

* In  order  to  guard  against  misapprehension,  it  may  be  necessary  to  ob- 
serve, that  when  speaking  of  the  amount  of  any  drain  of  bullion,  we  invariably 
mean  the  excess  of  the  treasure  exported  over  that  imported  during  the  given 
period.  For  example,  should  the  efflux  amount  to  £0,000,000  and  the  influx 
to  only  £2,000,000,  the  effect  would  be  tlie  same  as  if  there  had  been  an 
efflux  of  £4,000,000  and  no  simultaneous  influx  : we  should,  therefore,  assign 
£4,000,000  and  not  £6,000,000,  as  the  actual  drain  in  such  a case. 
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ary  considerable  issue  of  such  notes  would  require  a 
hi  ^her  rate  of  interest  than  4 per  cent,  to  render  it  ade- 
qi  ately  profitable,  the  effect  of  this  increased  demand  for 
accommodation  will  probably  be  a rise  in  the  rate  of  in- 
terest from  4 to  4 1 or,  perhaps,  5 per  cent.  It  is  possible 
that  this  rise  in  the  rate  of  discount  might  not  produce 
ai  y effect  upon  the  demand  for  accommodation,  but  the 
pi  obability  is,  that  it  would  have  some  sensible  influence, 
tiough  not  very  considerable.  We  shall  estimate  it, 
tl  erefore,  as  likely  to  diminish  the  amount  of  the  cur- 
re  ncy  by  £1,000,000  of  the  £4,000,000  exported.  The 
total  issues  would  then  have  undergone  the  following 
cl  ange  : — 

Issued  on  bullion £20,000,000 

,,  at  1 per  cent 11,000,000 

„ at  2 per  cent 7,000,000 

£38,000,000 

and  we  should  have  a rise  in  the  rate  of  interest  to  4| 
0]‘  perhaps  5 per  cent.,  accompanied  by  a contraction  in 
the  total  circulation  to  the  extent  of  £1,000,000,  as  a 
neans  of  correcting  the  exchanges,  which  there  is  little 
di  )ubt  it  would  suffice  to  do,  if  the  drain  were  one  of  only 
slight  severity. 

The  drain  of  1847,  however,  was  much  more  severe 
than  this — and  in  order  to  show  the  operation  in  a 
somewhat  analogous  case,  we  shall  suppose  the  efflux  of 
b lUion  to  proceed  to  the  extent  of  a second  £4,000,000. 
The  effect  would  necessarily  be  very  similar  to  that  just 
d 3scribed,  except  that  it  would  be  more  strongly  marked 
ii  its  features.  According  as  the  demand  for  accommo- 
d ition  would  increase,  and  as  the  Banlc  would  approach 
tlie  exhaustion  of  the  £11,000,000  of  unrepresented  notes 
a.  lowed  to  be  issued  at  2 per  cent.,  it  would  be  obliged  to 
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raise  the  rate  of  discount  still  higher,  so  that,  by  the  time 
that  the  efflux  of  the  second  £4,000,000  would  be  com- 
plete, the  rate  of  discount  would  probably  be  not  less 
than  5 1 or  6 per  cent.,  and  as  this  rise  would  undoubt- 
edly have  considerable  effect  in  checking  the  increased 
demand  for  accommodation,  we  may  confidently  assume 
the  consequent  contraction  of  the  circulation  to  be  at 
least  one  million  of  the  four.  The  total  issues  therefore 
would  have  assumed  this  position  : — 

Issued  on  bullion  £16,000,000 

,,  at  1 percent 11,000,000 

,,  at  2 per  cent 10,000,000 


£37,000,000 

exhibiting  a rise  in  the  rate  of  discount,  from  4 to  5^  or  6 
per  cent.,  and  a decrease  of  £2,000,000  in  the  amount  of 
circulating  medium,  as  the  total  effect  produced  by  a drain 
of  £8,000,000  of  bullion.  And  should  the  drain  proceed 
no  further,  we  have  ample  data  both  in  theory  and  prac- 
tise, for  assuming  that  this  rise  in  the  rate  of  interest  would 
draw  over  foreign  capital  in  the  purchase  of  securities — 
that  this  contraction  in  the  currency  would  lower  prices 
sufficiently  to  stimulate  the  export  of  commodities, 
without  paralyzing  industry — and  that  through  the  com- 
bined operation  of  the  two  agencies,  the  bullion  would 
be  slowly  but  certainly  recovered,  with  the  smallest  pos- 
sible detriment  to  commercial  interests. 

The  case  of  a drain  arising  out  of  military  expenditure 
presents  no  peculiar  feature  of  difficulty,  as  compared 
with  the  preceding.  Should  the  loss  of  gold  continue 
to  the  extent  of  another  £4,000,000,  making  £12,000,000 
altogether,  the  chief  j)oint  of  difference  would  be,  that 
the  exhaustion  of  the  £11,000,000  of  unrepresented  notes 
allowed  to  be  issued  at  2 per  cent.,  would  necessitate  a 
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recourse  to  the  issues  at  4 per  cent.  ; and  that  this  would 
re:][uire  a proportionate  rise  in  the  rate  of  discount,  in 
Older  to  render  such  issue  adequately  profitable  to  the 
B ink.  But  a rise  in  the  rate  of  discount  to  6 or  6^  per 
cent.,  would  allow  the  Bank  a profit  of  2 or  2^  per  cent. 
01 -t  of  such  issue,  over  and  above  the  governmental 
cl  arge  ; we  may,  therefore,  assume  that  such  a rise  would 
SI  ffice  as  an  inducement  for  the  Bank  to  draw  on  those 
is  jues.  And  supposing  that  a rise  to  6 or  6 1 per  cent, 
w 3uld  produce  a contraction  in  the  demand  for  accommo- 
dation of  a single  million,  as  before,  the  total  operation 


on  the  issues  would  be  as  follows  : — 

Issued 

on  bullion  

£12,000,000 

at  1 per  cent 

11,000,000 

?? 

at  2 per  cent 

11,000,000 

at  4 per  cent 

2,000,000 

£36,000,000 


tJ  le  efflux  of  £1 2,000,000  of  bullion  having  raised  the  rate 
o:‘  interest  from  4 to  suppose  6 or  per  cent.,  and 
h lying  reduced  the  total  issues  of  bullion  notes  and  un- 
represented notes  from  £39,000,000  to  £36,000,000  ; that 
is,  by  £3,000,000  out  of  £39,000,000.  Now,  in  order  to 
C(  mvey  an  adequate  conception  of  the  advantages  derived 
fi  om  such  a plan  as  this,  we  must  contrast  it  more  closely 
V ith  the  operation  of  the  present  system  in  a similar 
case.  We  will  suppose,  therefore,  that  a drain  of 
£12,000,000  of  bullion  commences  under  the  present 
s/stem,  at  a time  when  the  bullion  notes  and  unrepre- 
S(  mted  notes  of  the  Bank  are  both  about  their  ordinary 
a^rerage,  viz.  £14,000,000  and  £8,000,000  respectively, 
n aking  a total  of  £22,000,000.  Now,  bearing  in  mind 
t'  lat  the  reserve  of  unrepresented  notes  can  never  prac- 
t cally  be  reduced  below  £2,000,000,  it  will  be  at  once 
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apparent  that  a drain  of  £12,000,000  in  such  a case 
would  produce  the  following  change  : — 


Issued  on  o:old 
,,  on  securities 


...  £2,000,000 

...  12,000,000 


£14,000,000 

thereby  effecting  a reduction  in  the  total  circulation  of 
the  Bank  of  £8,000,000  out  of  £22,000,000,  while  raising 
the  rate  of  discount  in  some  fabulous  proportion  in  order 
to  keep  down  the  demand  for  accommodation,  and  at  the 
same  time  placing  in  imminent  jeopardy  the  convertibi- 
lity of  the  issues,  if  not  the  solvency  of  the  Bank. 

W e should  not  be  doing  justice  to  our  proposed  system 
if  we  did  not  subject  it  to  a test  still  more  severe  than 
any  of  the  pieceding,  and  one  which  could  not  arise 
under  the  present  currency  laws  without  entailing  upon 
the  nation  a very  serious  difficulty  in  meeting  its  engage- 
ments. e refer  to  the  very  possible  contingency  already 
alluded  to,  of  our  being  obliged  to  discharge  some  heavy 
foieign  liabilities  through  the  failure  of  some  important 
article  of  domestic  consumption,  or  through  any  other 
cause,  while  already  embaiTassed  l^y  an  excessive  military 
outlay.  The  events  of  the  past  twelve  months,  indeed, 
have  indubitably  proved  that  it  lies  within  the  compe- 
tency of  a foreign  country  at  any  time,  when  the  bullion 
is  at  a minimum,  to  buy  up  all  the  marketable  English 
bills  on  the  Continent  at  a trifling  monetary  sacrifice,  and 
by  transmitting  them  for  discount,  entail  so  sudden  a de- 
mand for  gold  upon  the  Bank  as  may  completely  exhaust 
the  treasure  in  the  coffers  of  that  establishment.  Now, 
it  can  be  readily  shown  that  the  provisions  which  we 
have  proposed  would  altogether  preclude  the  possible 
occurrence  of  such  a calamity  as  this.  F or,  supposing  such 
an  operation  to  be  effected  at  a time  when  the  bullion 


V 


68 


THE  PAPER  CURRENCY  OF 


l:ad  been  already  reduced,  as  just  now  supposed,  to 
j 12,000,000,  and  supposing  £4,000,000  to  be  the  highest 
j robable  limit  of  such  a demand,  the  effect  of  this  sudden 
c rain  of  an  additional  £4,000,000  might  possibly  be  to 
laise  the  rate  of  discount  momentarily  to  perhaps  7 per 
( ent.,  and  might  thereby  produce  a contraction  in  the 
rctual  circulation  of  £1,000,000  or  £2,000,000,  yet  the 
] esult  upon  the  issues  could  hardly  be  more  violent  than 

1 0 reduce  them  as  follows  : — 


Issued  on  bullion  ... 
,,  at  1 per  cent 
,,  at  2 per  cent. 

,,  at  4 per  cent. 


£ 8,000,000 
11,000,000 
11,000,000 
4,000,000 


£34,000,000 


ind  as  the  bullion  withdrawn  by  such  an  operation 
vvould  be  rapidly  recovered,  the  additional  pressure  would 
be  very  soon  relieved,  and  would  pass  over  without  entail- 
ing any  abatement  of  confidence  in  the  perfect  security 

of  the  unrepresented  issues."^ 

We  have  now  contrasted  the  operation  of  the  present 
and  the  proposed  systems,  in  the  casiis  in  which  there  is 


* We  have  not  alluded  in  the  text  to  the  effect  of  our  proposed  system,  in 
reducing  the  enormous  ffuctuations  in  the  rate  of  discount  produced  hy  the 
operation  of  the  Act  of  1844  ; but  this  is  a feature  of  the  question  too  impor- 
tant to  be  altogether  passed  over  without  reference.  In  his  examination 
before  the  Committee  of  the  House  of  Lords  on  Commercial  Distress,  Mr.  J.  H. 
Palmer,  a very  competent  authority,  declared,  that  in  his  whole  experience  he 
had  never  known  such  vicissitudes  in  the  rates  of  interest  and  discount  as  since 
the  passing  of  the  Act ; and  the  greater  number  of  the  witnesses  were  unani- 
mous in  deploring  the  excessive  injury  inflicted  on  the  community  by  those 
vicissitudes.  Now,  one  essential  part  of  the  operation  of  the  governmental 
charges  of  1,  2,  and  4 per  cent,  would  be  the  reduction  of  those  violent  oscilla- 
tions within  more  salutary  limits;  as  we  have  just  now  seen  that  3|  to  4 per 
cent,  would  be  the  probable  minimum,  and  6 to  7 per  cent,  the  probable 
maximum,  at  which  the  Bank  of  England  would  civer  grant  accommodation, 
and  that  moreover  it  would  only  be  in  extraordinary  cases  that  the  range  of 
variation  would  exceed  from  4 to  6 per  cent. 
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an  excess  and  in  which  there  is  a deficiency  of  circulating 
medium.  But  the  contrast  would  not  be  complete  ii  we 
did  not  consider  a third  case,  somewhat  intermediary  to 
the  other  two ; viz.  that  in  which  an  occasional  or  only 
temnorarv  expansion  of  the  circulation  is  required  by  the 


domestic  transactions  of  the  country.  The  principal  case 
in  which  this  occurs,  is  at  the  payment  of  the  dividends. 
At  such  times,  whenever  the  reserve  in  the  banking 
department  happens  to  be  small,  through  a low  stock  of 
bullion  or  through  some  degree  of  pressure,  the  eftect  of 
the  restrictive  clauses  of  the  Act  of  1 844  is  to  render  the 
payment  of  the  dividends  a matter  of  consideralffe  diffi- 
culty, except  at  the  expense  of  a serious  temporary  con- 
traction in  the  amount  of  accommodation  afforded  to  the 
public.  In  both  the  cases  of  April  and  October,  1847, 
already  referred  to,  this  was  one  of  the  circumstances 
which  contributed  to  aggravate  the  pressure.*  But  other 
cases  not  unfrequently  arise,  in  which  advances  are 
requisite  for  some  temporary  purpose,  and  which  the  Act 
of  1844  has  rendered  almost  impracticable.  A striking 
illustration  of  this  occurred  in  the  beginning  of  the  year 
1846,  when  Parliament  required  that  all  Railway  com- 
panies which  intended  applying  for  an  Act,  should  lodge 
10  per  cent,  upon  their  capital,  within  fifteen  days  after 
the  meeting  of  Parliament.  It  may  well  be  doubted 

* “About  the  same  time  the  Government  had  occasion  to  borrow  of  the 
banking  department  about  £3,500,000  to  pay  the  April  dividends.  The 
banking  department,  consequently,  for  awhile,  limited  their  discounts;  and 
even  refused  to  grant  loans  on  Exchequer  bills.  Great  pressure  was  conse- 
quently felt,  though  it  did  not  last  for  a long  time.  Now  it  is  alleged  that 
if  the  Act  of  1844  had  not  existed,  the  Directors  would  have  allowed  the  gold 
to  be  exported  without  contracting  the  notes  in  circulation.  Hiey 

would  have  lent  the  money  required  by  tlie  Government,  without  refusing  the 
loans  and  discounts  to  the  public  ; and  the  contraction  of  the  circulation,  by 
being  extended  over  one  or  two  months,  instead  of  a few  weeks,  might  have 
produced  no  inconvenience.” — PracAkal  Treatise  on  BanViny^  by  J.  Gilbart, 
F.R.S.  Fifth  Edition.  Page  129. 
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wh  ither,  if  Government  had  been  fully  enlightened  as 
reg  irds  the  difficulty  of  performing  such  a condition,  this 
mej  sure  would  have  been  insisted  on ; but  however  that 
may  be,  it  is  indisputable  that  had  the  reserve  in  the 
bar  king  department  been  small  at  that  p(3riod,  or  had  not 
the  Bank  lent  out  the  notes  as  fast  as  they  were  received, 
the  effect  of  the  restrictive  clauses  of  the  Act  of  1844  was 
suci,  that  the  lodgments  could  not  possibly  have  been 
made  at  all;  and  even  as  it  was,  the  difficulty  of  effecting 
the  n occasioned  great  anxiety  in  the  public  mind.*  And 
sim  ilar  cases  may  at  any  time  arise,  in  which  the  operation 
of  ,he  Act  must  necessarily  produce  considerable  incon- 
ver  ience  to  the  public. 

l[ow  veiy  few  words  will  suffice  to  show  that  our 
proposed  system  would  be  as  well  adapted  to  the  exigen- 
cies of  those  occasional  advances,  as  to  the  more  normal 
reqairements  of  the  circulation.  It  must,  we  think,  be 
conceded,  that  if  an  advance  be  made  f)r  some  definite 
individual  purpose,  such  as  those  referred  to,  the  money 
so  idvanced  will  not  continue  any  length  of  time  in  cir- 
cul:  ition,  but  will  return  into  the  Bank  without  producing 
a sensible  effect  on  prices  or  on  credit.  But  this  being 
graated,  it  clearly  follows  that  a system  which  is  only 
inti  mded  to  prevent  such  an  over  issue  as  would  have  the 
effe  ct  of  raising  prices,  ought  not  to  interfere  with  some 
indispensable  advance  which  would  necessarily  be  tempo- 
rary, and  would  therefore  exert  no  influence  on  prices. 

* “ Had  the  Act  of  1844  not  been  in  existence,  the  Bank  of  England  (as  in 
the  :ase  of  the  West  India  loan,  and  of  previous  loans)  might  have  lent  out 
the  money  before  the  time  of  payment  arrived,  and  no  apprehensions  would 
have  been  entertained.  The  notes  in  circulation  would  have  been  largely 
iiicn  ased  for  a few  days,  and  then  again  have  subsided  to  the  former  amount 
As  i was,  the  payment  was  not  made  through  any  virtue  in  the  Act  ; and  had 
it  be  m required  under  different  circumstances,  or  when  the  banking  depart- 
inen , had  a smaller  reserve,  it  could  not  have  beett  made  at  all.” — Practical 
Trectise  on  Banhing^  by  .1.  W.  Gilbart,  F.R.S.  Fifth  E<lition.  Page  128. 
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Be  that  as  it  may,  however,  our  system  would  be  equally 
applicable  to  both  cases.  For,  if  the  advance  be  really  for 
a permanent  purpose,  its  effect  will  be  precisely  similar  to 
any  other  advance  of  equal  extent;  if  consideral  de,  it  will 
raise  the  rate  of  interest  and  thereby  diminish  the  amount 
of  accommodation  required  in  other  quarters ; so  that  the 
currency  in  the  hands  of  the  public  will  still  be  preserved 
at  an  expedient  level.  On  the  other  hand,  if  the  advance 
be  made  for  some  individual  application,  the  governmental 
charge  will  only  be  imposed  for  the  few  days  during 
which  the  money  will  be  actually  in  circulation,  and  will 
therefore  cause  no  sensible  inconvenience  to  the  Bank  ; 
while  the  necessary  effect  of  its  imposition,  will  be  either 
to  recover  the  money  at  the  termination  of  that  period,  or 
else,  by  inducing  the  Bank  to  raise  its  rate  of  interest,  to 
produce  a contraction  equivalent  to  the  amount  of  expan- 
sion. In  short,  the  operation  of  the  proposed  system,  will 
be  such  that  unless  the  amount  of  notes  advanced  in  such 
circumstances  be  really  required  for  the  purpose  of  cur- 
rency, they  vdll  not  continue  in  circulation,  but  will 
inevitably  return  to  the  Bank  at  the  earliest  possible 
period. 

It  may  be  considered  necessary  that  we  should  make  a 
brief  reference  to  some  of  the  schemes  that  have  been 
recently  proposed,  for  the  regulation  of  the  currency.  The 
only  one  of  these  that  appears  to  have  met  with  much 
attention,  is  that  suggested  by  Mr.  Glyn,  in  his  examina- 
tion before  the  Committee  of  the  House  of  Lords  on  Com- 
mercial Distress.  His  proposal  was,  that  the  whole 


responsibility  of  the  circulation  should  be  left  in  the  hands 
of  the  Bank  of  England,  but  that  the  Bank  Court  should 
include  certain  persons  appointed  under  Act  of  Parliament, 
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tilt  majority,  to  submit  the  reasons  for  that  dissent  in 
wi'  ting,  or  even  lay  them  before  Parliament  from  time  to 
i tin  e.  To  this  he  would  not  add  any  regulations  with 

1 respect  to  the  management  of  the  currency,  with  a view 

^ to  the  exchanges,  or  to  any  other  circumstances,  but 

! * wo  aid  leave  that  entirely  to  the  determination  of  the 

I 

Co  irt  and  the  Commissioners.  As  coming  from  a prac- 
tical banker  of  such  experience  as  Mr,  Glyn,  this  proposal 
is  certainly  entitled  to  an  attentive  and  respectful  consi- 
deiation.  To  us  it  appears,  however,  that  several 
weighty  objections  oppose  themselves  to  its  adoption. 
To  one  of  these  we  assign  great  practical  influence, 

I inc  ependently  of  all  considerations  of  principle.  W e 

I ap])rehend  that  the  adoption  of  such  a measure  would 

j almost  inevitably  establish  very  undesirable  relations 

j bel  ween  the  Bank  and  the  Parliament  or  Government  of 

I 

I tht  day.  It  is  not  to  be  assumed  that  Commissioners 

I ap])ointed  by  Act  of  Parliament,  are  necessarily  more 

i likily  to  be  infallible  than  Directors  selected  by  the 

j pixprietors  of  the  Bank;  but  even  if  this  were  assumed 

j as  probable,  it  would  not  still  follow  that  it  would  be  at 

j all  expedient  that  such  Commissioners  should  be  invested 

I wi^  h the  power  of  becoming  public  accustirs  of  the  Direc- 

j tor  s,  on  any  occasion  in  which  the  latter  might  not  assent 

I to  dieir  recommendations.  The  ultimate  effect  of  such  a 

I me  asure  could  hardly  fail  to  be,  that  the  Commissioners, 

I if  1 Lien  of  large  abilities,  would  come  to  be  regarded  in  the 

; lig  it  of  dictators  whose  proposals  the  Directors  would 

* oft  311  shrink  from  negativing,  through  a natural  aversion 

I to  have  their  proceedings  investigated,  and  perhaps  con- 

de]  nned,  by  Parliament. 

But  there  are  higher  considerations  than  even  this,  on 
wl]  ich  we  should  mistrust  the  expediency  of  such  a plan. 
It  does  not  appear,  so  far  as  we  recoll(3ct,  whether  Mr. 
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Glyn  would  repeal  the  provisions  requiring  the  Bank  to 
purchase  all  gold  which  may  be  presented  at  £3  17s.  9d. 
per  ounce,  and  recur  entirely  to  the  measure  of  1819; 
but  we  cannot  see  why,  if  the  Bank  Court  are  to  have 
the  sole  responsibility  of  the  amount  of  unrepresented 
notes  to  be  held  in  circulation,  they  might  not  also  be 
entrusted  with  the  complete  management  of  the  issues  on 
bullion,  and,  therefore,  why  the  above  provisions  might 
not  be  altogether  repealed.  Now,  whatever  may  be  the 
defects  of  the  Act  of  1811,  it  is,  we  believe,  disputed  by 
few  whose  opinions  are  entitled  to  respect,  that  the  opera- 
tion of  this  part  of  the  system  has  been  in  the  main 
beneficial,  and  that  on  the  whole  the  measure  of  1814  has 
been  a very  great  advance  upon  that  of  1819.  If,  how- 
ever, Mr.  Glyn  only  contemplated  the  issue  of  unrepre- 
sented notes,  when  he  recommended  entrusting  the 
whole  responsibility  to  the  Bank  Court,  there  still  appear 
very  serious  objections  to  his  proposal,  taken  even  with 
this  limitation.  Amongst  others  we  may  again  repeat  what 
we  have  already  strenuously  insisted  on,  that  it  is  time 
that  the  Bank  of  England  should  render  some  better 
equivalent  than  at  present  for  the  privilege  of  issue.  But 
independently  of  this  consideration,  we  do  not  consider 
that  the  course  which  the  Bank  Court  has  adopted  at 
various  periods  throughout  the  past  half  century,  has 
been  sufficiently  judicious  to  justify  our  entrusting  so 
unfettered  a capacity  for  good  or  evil  to  its  care,  even 
though  guided  in  its  decisions  by  the  advice  of  any  num- 
ber of  Commissioners  appointed  under  Act  of  Parliament. 
A very  considerable  discretionary  power  must  undoubtedly 
be  confided  to  the  Bank  Directors,  but  we  cannot  perceive 
that  past  experience  would  justify  the  extension  of  that 
discretion  to  the  absolute  control  either  of  the  unrepre- 
sented issues  or  of  the  rate  of  interest.  Thus,  while  we 
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wc  uld  place  no  absolute  restriction  upon  the  Bank,  either 
wi  -h  regard  to  the  amount  of  its  issues  or  to  its  rate  of 
interest,  we  would  certainly  endeavour  to  devise  such 
measures  as  would  prevent  the  Bank,  on  the  one  hand, 
fro  m exerting  itself  to  keep  too  large  an  amount  of  unre- 
prf  sented  notes  in  circulation,  and  on  the  other,  from 
loaning  and  discounting  at  too  low  a rate  of  interest,  and 
thi  ireby  directly  contributing  to  stimulate  excessive  specu- 
la! ion.  And  both  of  these  objects  we  believe  would  be 
completely  and  judiciously  effected  throagh  the  adoption 
of  the  scale  of  charges  already  described ; as  the  imposition 
of  the  minimum  rate  would  necessarily  prevent  the  rate 
of  interest  from  falling  too  low  in  speculative  periods, 
while  the  operation  of  the  three  ascending  rates,  as  a 
whole,  would  produce  a rise  in  the  rate  of  interest  directly 
pr  )portionate  to  the  efflux  of  gold  and  the  increased 
denand  for  accommodation  in  times  of  pressure. 

We  are  far  from  certain,  however,  that  Mr.  Glyn  inten- 
de  4 to  express  himself  so  forcibly  against  the  adoption  of 
au  y regulations,  as  the  tenor  of  his  language  might  appear 
to  indicate.  In  several  other  parts  of  his  evidence  before 
th  3 same  Committee,  we  may  very  fairly  refer  to  him  in 
st]  iking  corroboration  of  our  views.  For,  not  only  does  he 
uiite  with  us  in  reprobating  the  effect  of  the  low  rate 
of  interest  at  which  the  Bank  accommodates  the  public 
w len  money  is  abundant,  in  stimulating  excessive  specu- 
la ion,  and  not  only  does  he  advocate  the  essential  impor- 
ta  nee  of  maintaining  a more  equable  rate  of  interest  than 
hfs  hitherto  been  the  case,  but  he  even  expresses  his 
ertire  approval  of  the  plan  of  imposing  a governmental 
clarge  upon  the  £3,000,000  of  unrepresented  notes  which 
the  Bank  is  allowed  to  issue  on  securities.  “I  am  not 
a\  ^are  of  the  terms  upon  which  it  is  advanced  to  the  Bank 
of  England,  but  my  idea  was,  that  the  additional  three 
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millions  ought  not  to  have  been  advanced  to  the  Bank 
of  England  by  the  issue  department,  except  upon  such 
a rate  of  interest  as  would  have  regulated  the  amount  of 
notes  out;  that  whenever  money  was  worth  only  3|  per 
cent,  they  should  not  have  had  the  whole  of  that  three 
millions  issued;  thus  acting  upon  tfie  circulation  and 
lowering  the  value  of  money.”  Now,  in  this  important 
passage  is  contained  the  most  essential  feature  of  the 
system  we  propose;  the  only  difference  of  any  moment 
consisting  in  this,  that  the  principle  which  Mr.  Glyn 
would  apply  to  a certain  portion  of  the  circulation,  we 
should  desire  to  see  extended,  with  the  necessary  modi- 
fications, to  the  total  amount  of  the  unrepresented  issues. 

We  are  strongly  disposed  to  think  that  Mr.  Glyn,  Mr. 
Tooke,  and  several  other  leading  opponents  of  the  Act  of 
1844,  have  been  carried  too  fir  in  their  objection  to  any 
system  of  regulations,  through  witnessing  the  mischievous 
effects  of  the  inflexible  restrictive  clauses  of  that  Act.  So 
far  as  Mr.  Tooke,  however,  is  concerned,  while  shrinking 
from  prescribing  any  absolute  regulations  on  the  subject 
of  the  currency,  he  has  not  omitted  to  offer  some  valua- 
able  suggestions  as  to  the  principles  by  which  the  Court 
of  Directors  should  be  guided  in  its  management.  He 
recommends  that  the  average  amount  of  bullion  should  be 
£12,000,000,  the  maximum  being  £18,000,000,  and  the 
minimum  £6,000,000 ; and  assuming  4 per  cent,  to  be  the 
average  rate  of  interest,  he  supposes  a drain  to  set  in 
while  the  bullion  is  at  its  maximum.  In  such  circum- 
stances he  would  suffer  the  drain  to  reduce  the  gold  to 
£12,000,000,  and  would  then  raise  the  rate  of  interest  to 


6 per  cent.,  at  which  he  would  maintain  it  until  the  gold 
had  fallen  to  £6,000,000,  below  which  amount  he  does 
not  consider  it  probable  that  the  efflux  would  ever  be 
likely  to  descend.  In  case  it  .should  exceed  tliat  point.’ 
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he  wever,  he  would  then  allow  the  Bank  to  take  measures 
fo  • its  own  security,  by  restricting  its  discounts  or  other- 
w se ; but  as  soon  as  the  bullion  again  amounted  to 
£d, 000, 000,  he  would  recur  to  the  rate  of  6 per  cent.,  and 
w )uld  adhere  to  the  same  until  the  treasure  should  again 

altain  its  maximu:^  of  £18,000,000. 

If  taken  merely  as  a rough  outline  of  the  mode  in 
wkich  the  Bank  Directors  should  control  their  issues, 
W3  see  little  to  object  to  in  this  plan  of  Mr  Tooke's, 
but  in  its  specific  details  it  would  hardly  bear  a close 
examination.  Its  principal  defect,  jterhaps,  regarded 
u ider  this  aspect,  consists  in  its  appearing  to  recommend 
a series  of  violent  transitions.  We  can  hardly  think 
that  its  eminent  proposer  would  suddeidy  raise  the  rate 
oj  ■ interest  from  I to  6 per  cent,  at  any  particular  stage 
ii  the  efflux  of  bullion,  or  vice  versa,  or  that  he  in- 
t(  nded  the  preceding  as  other  than  an  approximate  state- 
n ent  of  the  mode  in  which  the  rate  of  interest  ought  to 
bi  raised  in  proportion  as  the  drain  proceeded.  But 
a )art  from  this  consideration  it  seems  somewhat  inconsis- 
tt  mt  that,  while  he  would  strongly  recommend  the  adop- 
t:  on  of  some  such  plan  by  the  Directors,  he  would  refrain 
f]  om  enacting  any  regulations  that  would  have  the 
b mdency  to  ensure  their  practical  adherence  to  it.  N ow , 
hi  this  respect,  we  must,  although  reluctantly,  dissent 
f ‘om  the  views  of"  Mr.  Tooke.  W^e  shc'uld  not  feel  satis- 
f ed  with  merely  advising  the  Bank  Court  as  to  the 
j roper  course  to  be  pursued,  and  Leaving  the  whole 
responsibility  of  so  doing  in  their  hands,  but  we  would 
a dopt  such  regulations  as,  while  leaving  them  their  own 
s ehere  of  action  sufficiently  unfettered,  would  still  impart 
a very  sensible  stimulus  to  their  adoption  of  the  proper 
course.  For,  while  we  admit  that  thci  Go\ eminent  has 
I ot  the  right  to  determine  on  the  rate  at  which  the  Bank 
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of  England  should  grant  accommodation,  we  strenuously 
maintain  that  it  has  the  right  to  impose  an  equitable 
itite  of  interest  on  the  amount  of  unrepresented  notes 
which  it  allows  the  Bank  to  issue,  and  that  it  has  an 
equal  right  to  adopt  the  ascending  principle,  as  a means 
of  inducing  the  Bank  to  adhere  to  a similar  rule  in 
making  its  advances  to  the  public. 

There  is  one  conclusion,  however,  as  we  have  already 
observed,  on  which  a large  majority  of  the  liighest 
authorities,  scientific  and  practical,  are  fully  agreed,  viz., 
that  the  present  system  of  currency  is  extremely  defec- 
tive, and  ought  to  be  amended  in  the  ensuing  session  of 
Parliament.  The  restrictive  clauses  of  the  Act  of  1841 
are,  we  think,  likely  to  be  repealed  whenever  the  subject 
is  presented  for  reconsideration.  But  if  the  remedial 
measures  are  confined  to  the  mere  repeal  of  those  provi- 
sions, there  wdll  be  little  practical  difference  between  the 
new  system  and  that  established  by  the  law  of  1819 
We  must  once  more  repeat,  that  neither  experience  nor 
sound  principle  would  justify  the  placing  so  serious  a 
responsibility  as  the  unrestricted  issue  of  notes  unre- 
presented by  bullion,  under  the  uncontrolled  direction  of 
the  Bank  of  England.  And  if  this  be  admitted,  the 
question  at  once  presents  itself,  what  is  the  nature  of 
the  control  which  the  State  ought  to  exercise  over  such 
issue.  It  must  not  consist  of  the  simple  limitation  of  the 
number  of  notes  issued  ; for  either  that  would  be  ineffec- 
tual, or  would  repeat  the  error  of  the  Act  of  1844. 
Nor  must  it  consist  of  the  legislative  enactment  of  cer- 
tain rates  of  interest  at  which  the  Bank  should  accommo- 
date the  public ; for  that  would  be  an  unwarrantable 
interference  with  the  functions  of  the  Bank.  IVe  know 
of  no  other  legitimate  course,  therefore,  save  that  already 
propounded,  viz.  the  imposition  of  certain  rates  of 
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ir  terest  on  the  amount  of  notes  whi(;h  the  State  may 
authorize  the  Bank  to  issue,  and  which  the  latter  would 
U(  >t  issue  unless  it  derived  a profit  from  the  transaction. 
T le  adoption  of  this  course  would  not  involve  the  assump- 
ti  )n  of  any  undue  prerogatives  on  the  part  of  the  Govem- 
ment;  for  if  the  State  consents  to  transfer  the  privilege 
oi  issuing  paper  money  from  itself  to  any  banking  com- 
p<  ny,  it  unquestionably  possesses  the  right  to  require  an 
a(  [equate  equivalent  for  the  exercise  of  the  privilege  thus 
tr  insferred.  And  if  the  principle  be  once  admitted,  that 
tl  e State  has  the  right  to  impose  certain  equitable  rates 
of  interest  upon  the  unrepresented  issues  of  the  Bank  of 
E igland,  we  think  it  follows  indisputably,  on  grounds 
w [lich  we  need  not  here  repeat,  that  the  mode  in  which 
tl  ose  rates  should  be  assigned,  should  be  that  of  an 
ascending  principle. 

To  proceed  still  further,  we  think  it  no  less  expedient 
tl  at  whenever  our  currency  system  shall  undergo  revision, 
that  revision  shall  be  made  as  comph^te  as  practicable. 
And  if  so,  we  do  not  see  how  the  subjtict  of  the  country 
banks  of  issue  can  escape  consideration.  The  advantages 
oi  having  a single  bank  of  issue  are  now  so  generally 
admitted  that  the  chief,  if  not  the  only  difficulty  which 
w 3uld  be  likely  to  obstruct  the  question  would  be  that 
relating  to  the  mode  of  protecting  the  country  banks 
ff  3in  any  unnecessary  loss  arising  from  the  deprivation  of 
their  privilege.  And  of  several  methods  in  which  this 
rcight  be  accomplished,  we  think  by  far  the  best  and 
si  uplest  would  be  that  of  allowing  the  present  banks  of 
is  me  to  retain  the  privilege  for  a certain  equitable  num- 
ber of  years,  on  the  single  condition  of  gradually  dimin- 
is [ling  their  issues,  on  such  a plan  that  they  would 
a]  together  cease  at  the  expiration  of  the  stipulated 
p iriod.  The  question  of  the  number  of  years  that  should 
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be  allowed  is  a matter  of  detail : but,  for  our  part,  we 
consider  that  ten  would  be  amply  sufiicient  for  this  pur- 
pose. The  gradual  substitution  of  Bank  of  England 
paper  for  the  notes  withdrawn  would  present  no  diffi- 
culty ; as  all  that  would  be  necessary  is,  that  the  Bank 
of  England  should  be  permitted  to  increase  its  normal 
issues  on  equitable  conditions  in  proportion  as  the  coun- 
try notes  diminished,  until,  at  the  expiration  of  the 
stipulated  period,  the  former  would  have  totally  replaced 
the  latter.  A"e  see  no  objection,  therefore,  either  of 
principle  or  of  practice,  to  any  of  the  leading  features  of 
the  plan  we  have  just  propounded  : and  so  far  as  the 
minuter  details  are  concerned,  we  think  they  might  safely 
be  entrusted  to  the  care  of  any  intelligent  body  of  public 
men  who  would  honestly  endeavour  to  carry  the  principles 
themselves  into  execution. 
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THE  END. 


